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ROYAL COMMISSION ON BANKING 


AND FINANCE 


Hearings held at Ottawa, 
Ontario, on Tuesday, 
September 18th, 1962. 


THE COMMISSION 


The Honourable Dana Harris Porter 
Chief Justice of Ontario 
Toronto, Ontario - Chairman 


Mr. W. Thomas Brown, M.B.E. 
Investment Dealer 
Vancouver, British Columbia 


Mr. James Douglas Gibson, O.B.E. 


Banker 

16 Toronto, Ontario 

17 Mr. Gordon L. Harrold 
Agriculturalist 

18 Calgary, Alberta 

19 Mr. Paul H. Leman 
Corporation Executive 

20 Montreal, Quebec 

21 Mr. John C. MacKeen 

. Corporation Executive 

re 4 Halifax, Nova Scotia 

23 Dr. W. A. Mackintosh 
Vice-Chancellor 

24 Queen's University 
Kingston, Ontario 

re) 

26 - - - - = 

27 

Mr. H. A. Hampson - Secretary 
28 


Mr. Gilles Mercure - Joint Secretary 
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Ottawa, Ontario, 
Tuesday, 
September 18, 1962. 


At 2.00 P.M. the hearing resumed. 
SUBMISSION OF 


CANADIAN MANUFACTURERS ' ASSOCIATION 


emi a | 


APPEARANCES 


CG. A. Pollock - President, The Canadia 
Manufacturers! Association, 
President, Dominion 
Electrohome Industries 
Ltd. 


H. Roy Crabtree lst Vice-President, Th 
Canadian Manufacturers | 
Association, 

Chairman and President, 


The Wabasso Cotton Co. 


Ltd. 

George H. Dobbie - (Chairman of the 
Delegation) 
President, Dobbie Indus- 
tries Ltd. 

H.R. Colringe - Vice-President, North 
Western Pulp & Power Lid. 

W. Hugh Flynn - Ontario General Manager, 
Canadian Industries 
Limited. 

D. G@. Keaveney - Vice-President and 
Treasurer, John Inglis 
Co. Ltd. 

W. S. Rothwell - Vice-President and 


Treasurer, Abitibi Power 
and Paper Co. Ltd. 


John M. Thompson - Vice-President & Treasurer, 
Howard Smith Paper Mills, 
Ltd. 

J. Graeme Watson - President, E. & S. 


Currie Limited. 
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APPEARANCES (cont'd) 


bs Fy Wilip. - Vice-President & Generall 
Manager, Honeywell 
Controls Limited 


J. C. Whitelaw - Executive Vice-President 
& General Manager, 
Canadian Manufacturers '! 
Association 


W. D. H. Frechette - Manager, Commercial 
Intelligence Departmen 
Canadian Manufacturers! 
Association 


3 


H. Potter - Economist, Canadian 
Manufacturers' Associa 
tion 

C. Willis George - Ottawa Representative, 


Canadian Manufacturers'! 
Association 


THE CHAIRMAN: I will now call the meeting 
to, order. 
This afternoon we have the submission of 
the Canadian Manufacturers! Association. I may say 
that we have all read your brief with very great interes 
indeed, and we appreciate the very interesting matter 


that it contains and also the fact that a tremendous 


amount of work must have been contributed to the 
assembly of this information and the writing of this 
very valuable document. 

I do not know, gentlemen, whether it has 
been decided that some statement should be made before 
we ask questions on this brief, or whether we should 
proceed to ask questions immediately. Mr. Pollock? 


MR. POLLOCK: Honourable Dana Porter and 
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1 gentlemen members of the Royal Commission on Banking 

2 and Finance; Mr. H. Roy Crabtree, the first vice- 

3 president of the Canadian Manufacturers! Association, 

4 and I are very pleased to be here accompanying our 

5 delegation to advise your Commission,which is studying 


6 banking and finance, as far as the interests of the 


7 manufacturing industry are concerned, and to submit 

8 the brief and appear before you. 

9 These gentlemen have worked as a group and 

10 as individuals, and have studied the manufacturing 

11 industry's interests in banking and finance, always 

12 keeping in mind, of course, the economic good of Canada. 


13 They have spent a great deal of their own time in 
14 doing this, and they have also consulted with the 
15 Canadian Manufacturers' Association membership, and 


16 they have used, very effectively, the most efficient 


17 staff of the Canadian Manufacturers' Association under 
18 the general managership of Mr. Whitelaw, our executive 
19 vice-president and general manager. 

20 It is my privilege, gentlemen, to introduce 
21 our group to you. I believe you nave a seating plan 
22, too, but I would like to introduce each member of our 
23 delegation, and as I read his name will each member 


24 please stand so that he may be better identified. 


25 Mr. George H. Dobbie, who is chairman of 

26 the delegation and president of Dobbie Industries Ltd., 
27 Galt, Ontario; Mr. H. K. Collinge, vice-president, 

28 North Western Pulp & Power Ltd., Hinton, Alberta; Mr. 
29 W. Hugh Flynn, Ontario general manager, Canadian 


30 Industries Limited, Toronto, Ontario; Mr. D. G. Keaveney 
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vice-president and treasurer, John Inglis Co. Ltd., 
Toronto, Ontario; Mr. W. S. Rothwell, vice-president 

and treasurer, Abitibi Power and Paper Co. Ltd., Toronto, 
Ontario; Mr. J. Graeme Watson, president, E. & S. Currie 
Limited, Toronto, Ontario; Mr. L. F. Wills, vice-presiden 
and general manager, Honeywell Controls Limited, Toronto, 
Ontario; and Mr. John M. Thompson, vice-president and 
treasurer, Howard Smith Paper Mills, Ltd., Montreal, 
Quebec. 

I would then like to introduce several members 
of the Association staff. Hider atte ofr ca lige Mreencdi.s CL 
Whitelaw, executive vice-president and general manager 
of the Canadian Manufacturers! Association; Mr. W. D. H. 
Frechette, manager, Commercial Intelligence Department, 
Canadian Manufacturers! Association; Mr. H. Potter, 
economist, Canadian Manufacturers! Association; Mr. 

C. Willis George, Ottawa representative of our Associatio 
Then, Mr. H. Roy Crabtree, first vice-president, The 
Canadian Manufacturers! Association, chairman and president 
of The Wabasso Cotton Co. Ltd., Montreal, Quebec; and 
myself, president, The Canadian Manufacturers! 

Association, and president, Dominion Electrohome 

Industries Ltd., Kitchener, Ontario. 

We of the Canadian Manufacturers! Association 
are sure the deliberations which you gentlemen have been 
carrying on for some time will result in very interesting 
and important findings; and we look forward to the 
presentation of your final report. 

It is now my pleasure to hand over to Mr. 


Debbie, who is the leader of our delegation. Mr. George 
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H. Dobbie. 

MR. DOBBIE: Mr. Chairman and honourable members 
of the Commission: it is a great pleasure for us to be 
here this afternoon and to have the opportunity of 
presenting our views to you. Manufacturers, along with 
other members of the community, have been following 
the reports of these hearings with great interest. 
Undoubtedly, the Commission's inquiry is one of the 
most important occurrences in our national life in a 
long time. 

Some of the matters before the Commission 
have been cf interest to the Canadian Manufacturers! 
Association for a considerable period, and the Associati 
was prominent among those advocating the establishment 
of such an inquiry. 

It should be explained at the outset that 
while the Association views the whole of your inquiry 
as being of great importance, its own interest in: 
making a submission is somewhat selective. We have, 
in our brief, mentioned chiefly those subjects where 
there was a definite opinion among manufacturers that 
some action was desirable or that some action should 
definitely be avoided. There are, in truth, aspects 
of the banking and financial system which affect 
manufacturers in an important way but where there was 
no cause for comment. 

As to some other matters, just as manufacturers 
believe that. industry should be consulted by government 
and by Royal Commissions when industrial matters are und 


study, so it believes that when banking and financial 
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matters are under study there will be many aspects where 
only those intimately acquainted with banking and 
financial business will be able to speak with full 
authority. 

In filing its brief with the Commission 
the Association is, of course, making a statement on 
behalf of manufacturers. Its views were formulated 
for expression on this occasion after an effort to 
secure the widest possible canvass of opinion in industry. 
This effort was co-ordinated by an ad hoc committee 
on banking and finance, and regional committees, 
representative of both general and financial manage- 
ment in a wide and varied cross-section of industry. 

One of the first steps taken was to ask each of the 

more than 6,000 members of the Association in more than 
600 communities from coast to coast for suggestions and 
eriticisms on the subjectsbefore the Commission. This 
was done with a questionnaire which also asked for a 
variety of facts about the financial problems of both 
small and large business, to assist the Commission and 
the committee in their work. More than 150 industrialists, 
as members of the various committees involved from coast 
to coast, took an active part in the preparation of the 
Association's submission. 

We give this background to help show the 
interest which the Association brings to this subject 
and to give an idea of the degree of thought, discussion 
and examination by a wide variety of manufacturers 


which the submission represents. 


You will notice that our brief proper is 22 
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pages in length. There are also an introduction giving 
an overall view of the subject and a point-form summary 
of the recommendations. The remainder of the document 
is a summary of some of the facts and figures developed 
in the Association's questionnaire survey of its members, 
which it is hoped may be of some assistance and interest 
to the Commission. 

There are different forms of experience 
represented in the Association's delegation where 
members come from a wide variety of industries and 
types of firms. While you are, of course, free to 
address any question to any individual member of the 
delegation, there are some topics which are more 
appropriate to one member than another. It might 
be more effective, therefore, if you addressed your 
questions to me and I will endeavour to indicate who 
should reply. 

We hope that we shall be able to answer your 
questions to your satisfaction -- and to ours, I will 

say ---and contribute something to your investigation of 
the important matters before you. Thank you, Mr. 
Chairman. 

THE CHAIRMAN: Thank you very much, Mr. 
Dobbie. We will now proceed with questions. 

COMMISSIONER BROWN: Mr. Chairman, I wonder 
if I might ask some questions of a fairly general 
nature, which might require fairly particular answers, 
but before we get down to some of the detailed points. 
This is on the general hypothesis that the more money 
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because, in general, this is behind the policy that 
you enunciate -- namely, that you need to have a 
higher cash flow in order to invest more. 

MR. DOBBIE: That is true, sir. 

COMMISSIONER BROWN: This makes a reasonable 
theoretical picture, I think. We all feel that same way, 
that the more money we have in our pocket the more 
money we think we are going to spend. Have you some 
figures to show this, that over she years investment 
decisions have varied with the retained cash flow? 

MR. DOBBIE: I would like Mr. Watson 
to answer this question. We have given this considerabl 
study, and he will speak for us. 

MR. WATSON: Mr. Chairman, I think that 
perhaps the Commissioner summed it up rightly when he 
said the more money you have to invest -- not that you 
will invest, but that you will be able to invest. The 

thinking of our committee has been that there 

are two pre-requisites to investment: one is the 
availability of the funds; and the other is the prospect of 
profit from the investment. It might be argued that 

the prospects provide the incentive and the funds merely 
provide the means. In any event, it seems to us the 
combination of the two must be present to provide a 

firm basis upon which constructive investment can 

exert a stimulating influence on the economy. That is 

a generality. 

As to actual statistics which would show a 
parallel between the savings and the investment, frankly, 


I have never seen any.. They may be in existence. Of 
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course, there have been some very wide parallels that 
might not be entirely on the point, such as the shrinkag 
in retained earnings over a period and the dependence 
we have had to have on foreign capital. Those are 
general parallels; but as for specific parallels 
actually pin-pointing from year to year the point 

and adding up to a sum total of investments of various 
kinds, someone else in our delegation may have the 
figures, but I do not think I have seen any compiled 
with any degree of exactitude. It is more the 
experience of our various members and the members of 
this committee and, to a certain extent, logic which 
lead us to these conclusions. 

MR. THOMPSON: I think we should add some- 
thing. This is only deduction and it is not supported 
by facts, but I think that anybody in business would 
recognize the principle that we have two types of 
investment to make. One is investment to modernize 
our plant, for cost-reduction purposes, for modest 
changes in our operations and expansion of our business. 
These types of investment are generally supported by 
your own internally generated funds. When you are 
building a new plant or when a major growth problem 
is confronting a company, you generally rely on having 
to obtain your funds from outside sources. 

In the day-to-day decisions in any business 
enterprise you are influenced, to a very real degree, 
in the extent to which your cash flow is going to be 
able to support these what I would call day-to-day 


investments of plant equipment, cost reductions and 
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other things that are so necessary to keeping you 
competitive. You do not go to the outside market for 
those funds. A lot of these investment decisions you 
make are postponable, and you are not required to 
make immediate decisions. Thus, if you do not see 
a satisfactory cash flow to satisfy these requirements, 
to meet your growing needs for inventoryand other 
working capital requirements -- if those cannot be 
provided you will absolutely postpone the number of 
these first types of investment. That is to say, the 
day-to-day average requirement every company is sub- 
jected to. So I would contend that for normal re- 
placement of equipment, the ordinary expansion that 
takes place in your business, you do rely on your 
internally generated funds for that purpose; and to 
the extent you have those funds available you will 
make them available, and to the extent you do not 
see them available you are bound to postpone and delay 
those obligations. 
It has been pointed out to me -- I think 
I referred to it, but it needs emphasizing -- that with 
this inflationary squeeze, cost squeeze that we have 
today, to keep alive we must be constantly reducing 
our costs, which means automation and modernization 
of our plant. For a large part of those funds we 
depend on internally generated income to do so. . 
COMMISSIONER BROWN: The reason I asked 
the question was that the Bank of Canada figures would 
appear to indicate the opposite in the last few years, 


and I assumed possibly you had some rational explanatio 
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of this and perhaps some figures of your own. The 
Bank of Canada figures show that in the last five years 
retained cash flow has been going up and new investment 
going down. Perhaps there is an explanation of this 


that fits. into your context? 
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MR. ROTHWELL: May I comment on that? 
But I think for the past five years the need fae 
business expansion in Canada has been lacking. This 
may not be true of all businesses, but it is true 
about my business. 

We have gone through a post-war period 
that lasted up somewhere to 1955 or 1957. During 
that period industry at large was forever expanding 
plant. Then, commencing somewhere around the 1956-57 
era the foreign nations -- Japan, Germany and others -- 
became much more serious competitors, particularly 
in the Canadian export trade. The net result is 
that for a period of time Canada has had a surplus 
Capacity In many of its industires. That surplus 
capacity has of itself slowed down, in fact almost 
eliminated, expansion in many industries. 

I think that is the reason why the 
Bank of Canada's statistics sie this: result. 
I don't think it is deliberately intended. I don't 
think it is a reflection on the use of internally 
generated funds. I think it is simply a lack of 
need to expand plant when you have excess capacity 
existing, both here in Canada and elsewhere in the 
world. 

COMMISSIONER BROWN: In other words, this 
is not an immediate problem. 

MR. ROTHWELL; This does not relate to 

the internally generated cash flow. In other words, 
that is not a reason for the slow-down. 


COMMISSIONER BROWN: Is there any general 
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picture that you can give us about how decisions 
to expand are made? What rule of thumb is used when 
you decide you want to expand or to modernize? 

MR. THOMPSON: I think there is a rough 
rule of thumb that is generally followed by many 
companies. It is only a generalization, and I presume 
it could be disproved in a number of instances. But 
it is a rule of thumb, and I think it does have 
Some validity. 

It is considered that a well managed company 
that is going tq keep 1ts plant up to date --.1 am 
not now talking about expansion, but about modernizing 
plant and meeting requirements to cut costs, 
automation and things of that type -- that you spend 
about your depreciation money on capital investments 
in any one year. 

Investment decisions for future growth -- 
in the paper business, let us say, when you put in 
a new mill -- is made on a strictly realistic 
basis as to what the-profit returns are going to 
be, and whether the risk involved justifies the 
capital expenditure. That is an individual study 
that would have to be supported by the economics 
in the individual case being studied; and that .is 
carried on exhaustively by every company I know of 
before it makes its capital decisions. 

COMMISSIONER BROWN: I would like to make 
sure that I understand, in the first place. That 1s, 
irrespective of the profitability of the investment 


of your cash flow resulting from depreciation and 
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capital cost allowance, you invest that. 

MR, COLLINGE: Could I use a specific 
case? I have in mind a specific company that has 
a specific project in mind to do, a prcject that is 
not tremendously profitable but should add to the 
over-all profits of the organization. Up to date 
the organization concerned is spending the bulk 
of its earned depreciation account on bringing a 
new plant upt to tip top level of economic performance. 
AS a result, there has been no internally generated 
fund available for the secondary expansion, which 
would have a value of perhaps one-tenth of the 
value of the plant. 

The company concerned is quite unlikely 
to go to the public market, for a number of reasons. 
This expansion will depend entirely on the availability 
of internally generated funds. I think this ,is the 
kind .of thing we do rely .on.our .internal funds for. 
If you are going to double a big plant, then you 
should go to the public or seek other sources of 
development. But it is the small developments that 
will absorb the depreciation account and some more, 
which we consider necessary to the health of any 
normal industrial establishment. 

Does that specific case clarify the 


matter? 
COMMISSIONER BROWN: I would also like 
to get a picture of whether you visualize a rate 


of return from this investment. This comes to, 


say, $200,000 in the year? 
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MR. COLLINGE: I suppose. 


‘ COMMISSIONER BROWN: Do you visualize a 

rate of return from this $200,000, or do you visualize 
4 a saving ...? 
5 MR, ROTHWELL: May I try to answer that 


6} question? 

7 In the past five years market conditions 
8| in Canada and throughout the world have markedly 

9 changed. We today put paper back in the beaters 

10 that six years ago we would have shipped. In other 
11 words, the paper we are putting back in the beaters 
now would have been an acceptable market product six 


years ago, but it is unacceptable to today's market. 


- What has happened is that competition 

- has increased so intensively that anything short of 
= top quality is no longer good enough for the market. 
a In our company we have spent a number of millions 

18 of dollars, with no actual investment yield as 


19 such attached to it. We have spent money that 
20 will increase our manufacturing costs, but if we 


21 don't do it we haven't got a product that will sell 


22 and satisfy our customers in the market we are in 

23 today. 

24 So, every established company has before it 
25 a list of absolute musts in its capital expenditure 


26 programme. As Mr. Thompson implied, perhaps you 


a can postpone these musts for one year, perhaps 

as two years, but you cannot postpone them very long, 
™ because if you do, you are going to have a product 
2 second to somebody's product. In the kind of a 
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market we have today, one of your competitors is 
always improving and producing a Slightly better 
product, and that is what is going to sell. It 

is a better product, a quality product. 

So, to stay in business you have in front 
of you all the time a whole series of projects that 
perhaps add up to militons that must be spent. 
Now, if they are not done this year they have got 
to be done next year, and year by year you sort 
them out. For instance, if you have ten projects, 
there may be four of them most important and the others 
can be postponed. So, four you do this year and the 
other six have to wait. Next year comes along and 
to the six you already have three more rear their 
ugly heads, and you now have nine. Out of the new 
nine you may select four or five that you have to 
do. This process goes on. In every company every 
year some major part of the capital expenditure 
programme comes under the heading of necessity: things 
that must be done if you are going to maintain 
your place in the market. 

This condition was not particularly true 
as of 1957; it was not really true from 1945 to 
1957. We in industry were actually postponing 
quality, postponing perfection, because the market 
did not demand that we do these things. But today's 
market does demand it. If you are going to survive 
you must have the best product you can possibly 
have, and the only way you can get it is by spending 


money. You spend the money and the net result is 
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you reduce profit, but you hold your customers and 


your volume, 

COMMISSIONER BROWN: It is a process of 
investing in order to avoid losses. 

MR. ROTHWELL: That is it, 

MR. THOMPSON: It might interest you to 
have a list of the classifications of expenditure; 
in every company expenditures fall into different 
classifications. 

We in the Howard Smith organization 
recognize capital expenditures for cost reduction; 
that is, it is only related to cost reduction. ° We 
will look at the return on the investment to determine 
whether or not we will make that expenditure. If 
it happens to be a new product development, we will 
look at that. We would expect a much higher rate 


of’ return because of the risk involvec . 


Then we have expenditures that carry no 
hope of return; we call them defensive. They 
are defensive in that we have to meet the quality 
of a competitor's product. That is a required 
expenditure simply to hold what we have. 

We have another group which is strictly 
replacement. If a machine is worn out and it has 
to be put back in shape again, of course it does not 
go back at its original cost or in its original 


form. Unfortunately, the cost is much higher than 
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criginally, and naturally we get a better machine. 
But the determination there is not the return. 

Then, we have a sort of miscellaneous 
basket of expenditures providing for offices, facilities 
for employees, cafeterias and other items that might 
be laid down to be done by legislation which you 
have to meet. You cannot measure these in terms 
of return., 

These classifications can be extended,but 
I have given the categories into which the capital 
expenditures would fall in most industries. In some 
there is a return,and others there is no return, 

AS Mr. Rothwell pointed out, these pressures 
are not always on you to make them today - they may 
be postponed. You plan them over a period of time, 
and the determination with which you meet these 
requirements aSberas to quite a considerable extent 
on your estimated availability of funds from your 
own resources. 

I distinguish these types of expenditures 
as compared to putting up a brand new mill, or going 
into a new business requiring very substantial funds 
for which you would have to go to the market in 
order to arrange the necessary financing. 

MR. DOBBIE: I might mention here, Mr. 
Brown, that in some companies, especially the 
smaller ones, their\retained profits and depreciation 
is their only source of funds. 

COMMISSIONER BROWN: I think we all agree 


that the smaller companies are in a special category. 


i” ¥ + 
ee as 


i a 
rhs 


-ontdosm totted s tog ow YL ee ae 


mutex ent tom at sredt commana fe 


auosnelfeoatm to troe s evsd ow . nent 


eettiftost ,esoltto tot sntbivorg in ae eke 
tdgim tsdd ameti  rediso brs asiveseiso ,aveyolqmse 10% 
poy dofdw smottsletgel yd snob sd ot mwob bisf ed 
amysd mi sasdt srvasom Joenns9 voY .ésem od ova 11 
p MWIST to 

tud,bebmaetxs od aso anoltsottiazaslo saoiT 
Istiqso edd dofdw otnk eotuogedso sdi asvig ved ps lot 


emo2 ql .agtatevbat geom ni ifst ofuow aos lonsgqxe Ire _ 


a) 


a 
iwser on el stedd aredto bas. nudist s al stedd ‘et 7 
estveesig sasdt .dyo betatog.[lswdto .aM eA la 
ysm yodd - ysbod medd sism oF woy m0 eyawls Jon 91s ” ; 
,omit to boiiteg s teve medt nasig woy _»benogteog ed lat 
seeds gesm voy dotdw d¢itw nettsnimisteb edt bas jar 
tnstxe sldstebtanos s stinp od Jenin atnemoerivups iu 
INOY mort abaut to ytilidslievse bedsmitas iwwoy mo lat 
-B901VOaSt wo et 
aeiusibnegxs to eeqys svedd detugnttatb I | os 
antog 10 ,.[ftm wen basid s qu gaits duo od bersqmoo 4s las 
ebaut Isttnstadye yrev gnitivpst eaenteud wea s otal les 
| mt eines eit ot og of even binow yoy dotdw 102 jes j 
-gnifonsait yrseesoon sit sansurs. ot tobx6 | ac ; 
IM .sted sottnom sdgto I saTaa0q .HM lag 
edd yilstoeges .setasgmoo omoa at tedd ,nword bale 
noivslosrgsb bas atitowg penistex’stedd .eeno solfsma | yg 


about to, eotu0e. vino, thesis at 


estas Iis ow Antdd t lias EEE TEMES, » Sovasit 


Nethercut & Young ~ 48 48 oe 


Toronto, Ontario 


This has been recognized in tax legislation,with 

the lower rate of income tax on the first $35,000 

of profit. So,relative to their profit they have 

a greater ability to retain earnings than the larger 
companies. | 

MR. DOBBIE: I think that is inherent, 
that they require it, 

COMMISSIONER BROWN: Let us leave aside 
these expenditures that you regard as necessities, 
that is on which you are going to get no return. 

On some you have an indirect return in morale. 

These others, what you classify as defensive, and 
the others that follow, you are not going to get 

a return on them, and you make the expenditures 

well knowing that fact. You mentioned that for 

the cost reduction expenditure you expected a return; 
for. the new product expenditures, you. expect a 
return. .What sort..of.return? .How big a.return? 

MR. ROTHWELL:.. I.will answer that, if I 
may. We would look for as an optimistic target 20 
per cent before taxes on an expansion. This is a 
theoretical figure, kicked around in industry, but 
I think you would get the same answer from hundreds 
of thousands of people. It is just one of those 
things -- 20 per cent before taxes. 

We will embark on many of. these new 
projects with an indicated return of less than that, 
but I don't think we would embark on one at very 
much less. We might go as low as 14 per cent, but 


that is about it. Then we would want other considerations 
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in the picture, It is not just the return that 
comes into the picture. Is this thing going to 
Stand five years from now? Who else is going to be 
around five years from now? How does this operation 
look? Perhaps the planning of it. Perhaps the 
fact that we do it now offers advantages that will 
offset a relatively low rate of return. But the 
common standard discussed in industry is 20 per 
cent before taxes, or if you. Mke, 10 per cent 
after taxes. But industry does make investments 
and embark on expansion programmes that offer less 
than that. 

MR, THOMPSON: I would agree. 

COMMISSIONER BROWN: Would that apply to 
cost reduction? 

MR. THOMPSON: It would change your rate 
as you along, or give a smaller return. Rather than 
take a minimum rate of 20 per cent for new product 
development, you might want 30 or 40 per cent, bearing 
in mind the risk involved, the market conditions 
and what you know about it. 

COMMISSIONER GIBSON: Have you not one 
common principle, whether for defensive or cost 
reduction expenditures, namely, that you get a maximum 
return on your total investment capital, looking ahead 
over the future? Even with defensive expenditures, 
do you not try to do that? 

MR, THOMPSON: We have to have a higher 
return on these specific items to make up for those 


items do not give a return. 
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1 COMMISSIONER MACKINTOSH: May I clarify 

2 that, with respect to competitive items: you are 

3 not expecting to make a profit over and above your 

4 present position, but you are making them in order 

5 to avoid losses? 

6 MR. THOMPSON: To avoid loss of business. 

q COMMISSIONER MACKINTOSH: To avoid loss 

8 of business and loss of profit. So, in effect you 

9 are expecting to make a profit on them over and 

10 above the profit which you would have had if you did 
41| not make them, While it is hard to figure on the 

12 return of profit on the particular project, nevertheless, 
13 the undertaking of these expenditures will, you think, 
14 raise your total profit above what it would be if 

fe) you did not make them. So, they are not in kind 

16 different from the others, but they are a little 

17 different in their immediate character. 

18 MR. THOMPSON: Yes. Asya say, we are making 
19 a profit if we prevent having a loss, 
20 COMMISSIONER BROWN: This 1s what you are 


21 trying to meet. 


COMMISSIONER MACKINTOSH: Most people 


22 

23 work as hard for the one as for the other, 

24 MR. THOMPSON: There is a saying in 

25 business today -- we have to run very hard to stand 
26 still. 

27 MR. DOBBIE: To clarify the matter of 


28 expenditures about which we have been talking, the 
29 Association's survey of its members last year the 


0 average profit last year was 7.6 per cent of net worth. 
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That is in 1961. 

MR. FLYNN: I think it might be pointed 
out that ten years ago it was something over 14 
per cent. So, in spite of the money spent by 
industry to hold its own, s0 to speak, for various 
reasons our profits were halved in the last ten 
years, 

COMMISSIONER BROWN: Again, 175 you go back 
to the Bank of Canada figures, I think you find it 
is less than that over the whole picture of business 
investment, 

Now, would you be prepared to discuss 
in general terms the advantages of expansion through. retained 
earnings as against the suggestions that have been made 
in other places. in other words, where emphasis is 
placed on the profitability of new investment and 
has to be sold, rather than an internal board of 


directors? 
MR. ROTHWELL: May I try to answer that? 
If you will permit me to be simple at the 
outset, I do not believe that industry is anywhere 
near as scientific as most people think it is. 
I liken the financial problems of industry to the 
| financial problems of the household. I don't think 
they are materially different in principle. The 
problems that exist in a household exist in industry; 
true, in a big company they are magnified, and there 
are more of them, they are more complex and require 
more tae but the basic principles are there. 


In a man's household he undertakes debts, 
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for example, probably for the first time when he buys 
a house, He borrows the maximum allowed on that 
house, and he has to somewhere find the difference. 
Then, over a period of a dozen years or more he, 

has the house paid off, and it is his. He may at 
that stage decide that he is now ready to have his 
second house. He takes the equity out of the first 
house and buys another. Again, he incurs debt. 

In turn, he pays that debt off. A business operates 
exactly the same way. We don't like debt any more 
than the householder does. We are better off, as 

the householder is, if we can build a wing on a plant, 
or a wing on the house. We are more prudent, more 
thrifty and more sensible if we can build that wing 
on the building from retained earnings. To imply, 

as has been implied before this Commission, that 

we should be forced to go to the market-place to 
borrow money to put that wing on the house, or something 
like that, I couldn't disagree more, it 1s lixs 
saying, if you are going to buy a new car.you should 
not save up the money in advance to buy it, that 

you should of necessity go to the finance company 

and finance the new car, because they are standing 

by waiting to serve you. 

The same is true of the householder. He 
manages his affairs to the best of his ability, and 
within reason, avoids debt. I don't think industry 
4s afraid of debt, but industry should have good 
reason for debt, and a good reason generally means 


major expansion. So, industry then much prefers 
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co finance by internal cash generation, 
Now, if industry was to take on debt, 
it is automatically policed on debt repayment. 
Perhaps you will know very well that the investment 
dealer through whom you are working, and other people, 
in effect lay down a programme of debt repayment, 
and if this programme of debt repayment is not sound 


you cannot float that debt. 
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So that when you undertake debt you also undertake 
debt repayment, just like a man who borrows to buy an 
automobile,and you may not know whether that debt repay- 
ment will not hamper your activities in the future, 
so if you can handle your business with internal cash 
generation this is what you should do. You save your 
borrowing power for major expansion programmes and, 
speaking of my own company, Abitibi, a few years ago 
our debt ratio went between 35 and 40 per cent. Today 
it is between 21 and 22 per cent. 
This is not a deliberate attempt on the 
part of management to reduce that debt ratio, it is 
simply indicative of the times we are in. We wouldn't 
hesitate to increase our debt for a worthy and reliable 
cause, but in the kind of market we are in it has got 
to look pretty good before we will undertake debt to do 
the job, so that there is no question that the industry 
which prefers to finance its own expenditure from 
internally generated funds -- there is no question but 
that that is the prudent and thrifty thing to do, and 
my comparison to the household I think is quite fair. 
COMMISSIONER LEMAN: Are you telling us 
that, in fact, manufacturers when they use internal 
funds to finance something, to buy machines or to make 


alterations, or for a limited investment decision--- 


MR. ROTHWELL: They would never get out of 


debt otherwise. 


COMMISSIONER LEMAN: Does this mean that 


they have a tendency on the average to figure that these 
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funds cost them nothing; they don't ascribe the cost 
in testing the value of that investment? 

MR. ROTHWELL: No, the funds certainly cost 
them something because these funds could be otherwise 
employed in even the short term money market. Industry 
doesn't have the funds lying idle. We have lots of funds 
out today and we are earning 54 per cent on them and 
on 90-day money, and I think when we come to use our 
internally generated funds we have to look at the use 
as opposed to what they will earn and as opposed to 
being simply funds, but I think that industry is 
hesitant to take on debt if it can avoid debt, only 
because debt must be repaid. It is not something you 
can just leave in the air forever. When you take on 
debt you have to take on a repayment schedule with 
it as a general rule. 

COMMISSIONER BROWN: And does this imply you 
are prepared to do something more risky with the internal 
funds and you have to study it much more carefully when 
you go outside? 

MR. ROTHWELL: I think that is generally true, 
without me being too specific on the subject. I think 
you will spend internally generated funds a little 
sooner. 

THE CHAIRMAN: The situation is a relative 
situation, is it not; there are certain expansions 
that occur from time to time, but perhaps not regularly? 

MR. ROTHWELL: That is right. 

THE CHAIRMAN: On which you borrow money in 


perhaps a big way, but there are certain expenditures 
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that recur from year to year? 

MR. ROTHWELL: Yes, always. 

THE CHAIRMAN: So that you have almost a level 
which makes it an increased level of expenditure which 
you incur from year to year; it is not always for 
exactly the same items, but various items and some 
of them might be of a capital nature on a smaller 
scale and some not of a capital nature at all, but for 
that sort of thing the thing you use is the matter of 
prudent practice and you would like to pay for that 
out of your annual --- 

MR. ROTHWELL: And save your growing capacity. 

COMMISSIONER LEMAN: We are talking about 
expansion, are we not, expanding the plant? 

MR. COLLINGE: We are talking about expansion 
in a very small way. We 
are talking face maintaining the market position, which 
is not expansion but which is a loss proposition as 
far as a company is concerned, and day-to-day replace- 
ment of machinery. These are the things that I think 
the Committee has clearly said is the need and demand 
for internally generated funds. 

COMMISSIONER BROWN: But your contention on 
this is that the present regulations do not permit you 
sufficiently» -- | 

MR. COLLINGE: That is the general feeling 
of the Association, I think. 

MR. ROTHWELL: I think without question. If 
I can quote a couple of figures, and I didn't really -- 
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our company spent on capital investments over the last 
eleven years -- these are public figures and were taken 
out of our annual reports -- slightly better than 

$125 million. Our income taxes during the same period 
of time were $148 million; in other words, our income 
tax burden exceeded our capital expenditures, and, as 

a company, that $125 million figure does include 
considerable expansion, 

During that same period of time we borrowed 
$45 million, but we repaid on our borrowings $41 million, 
so that on balance our borrowings virtually stood still. 

Now, that is first mortgage debt and 
debenture borrowing; that is debt borrowing, so we 
virtually stood still, but what I am getting at is 
any time the tax burden exceeds -- that is, the income 
tax burden -- exceeds the capital expenditure flow 
in an expanding company, it must be quite a burden. 

I don't think it is up to us to say how much of a tax 
burden industry can handle, but we do point out that 
the one we have is quite serious. 

COMMISSIONER BROWN: Will you give us your 
figures for the cash flow? 

MR. ROTHWELL: No, I can't. 

COMMISSIONER BROWN: Presumably it was 
sufficient to take care of everything? 

MR. ROTHWELL: I would say our cash flow 
in that same period of time -- if I may use an 
approximation -- would be $240 million. 

COMMISSIONER BROWN: After dividends? 


MR. ROTHWELL: Before dividends, and the 
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dividend flow -- that would be before dividends and 
after dividends I would say it would be $150 million. 
COMMISSIONER BROWN: So, your cash flow 
took care of your capital expenditure in the period? 
MR. ROTHWELL: That is right, and also there 
was debt repayment going on. They also reduced our 
preferred shares in that period of time quite con- 
siderably, so that our cash flow was necessary for 
debt repayment; it was necessary or we devoted it 
to retirement of preferred shares and for other purposes. 
COMMISSIONER BROWN: So, in your case your 
cash was sufficient to take care of your requirements? 
MR. ROTHWELL: Oh yes. 
MR. COLLINGE: Would it not be better to 
ask the question the other way around? Apparently 
you spent all the available cash on this; could you 
have spent more and would you have spent more? 
COMMISSIONER BROWN: We note, then, that 
there was a lot of money lying idle -- at 5 per cent! 
MR. ROTHWELL: But weenie endless projects 
on the books which had an influence, and another point 
is working capital, and maybe you are thinking of cash 
flow and what it does. Have you ever realized that 
industry needs greater and greater working capital 
every year and it can only come from two places; again 
borrowing to provide working capital or fron internal 
funds. 
COMMISSIONER GIBSON: As a person with a 
banking background, I sympathize and agree with your 


need or desire not to be in debt, and your desire to 
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finance aS much as you can out of cash flow, but I was 
intrigued with the analogy that you made between the 
company and the household, because one of the quite 
widely spread ideas on this continent is that the 
effect of consumer finance borrowing, in order to get 
things quicker, iS to produce greater incentives to 
work harder and to work longer, and so on and so forth, 
and this is supposed to give our economy a bit of 

an extra spark. Now, I am not saying I agree, but 
Iam giving you the theory. Do you want to carry your 
analogy through to industry? Maybe the desire to 

get out of debt is a good stimulus and therefore per- 
haps borrowing in the market isn't such a bad thing 

at times? 

MR, ROTHWELL: No, I quite agree, but there 
are a lot of major companies in pace gk that are debt 
free. I happen to be associated with a company that 
is not debt free. We have carried a rather heavy 
debt burden. In fact, sixteen odd years ago the 
debt burden looked like it was maybe too much for 
the company. We are very debt conscious but we are 
not afraid of debt and I am quite sure that 
given a worthy project we would be willing to take on 
the debt tomorrow morning, but with this kind of market 
we know it is rather difficult to find these projects. 

COMMISSIONER GIBSON: I was thinking of 
the question of a stimulus to efficiency. Are you 
more likely to be on your toes and press to improve 
your position than if you were not so in debt? 


MR. ROTHWELL: I don't believe so, no. We 
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have a great deal of stimulus from competition and the 
need to earn a profit and I think if we had the added 
incentive of debt repayment that I don't think it would 
make much difference; we already have lots of stimulus. 

COMMISSIONER BROWN: I was going to say that 
there are some people who have a different point of 
view on this financing of projects wo would carry your 
analogy of the family just a little further and say 
if you would go to the point of saying that the family 
income is to be divided up among the members of the 
family and the family decide whether they would buy a 
new car or a washing machine, that they would go along 
with you. 

MR.ROTHWELL: I have heard this, and for 
those people who employ that it is a proper and natural 
thing to do to raise the money on the market, but I 
Say to them that when they bought their last automobile 
did they pay for it out of savings or did they go and 
finance it through a finance company, and many of them 
have told me that they paid for it out of savings. 
Well, I think the same will hold true in business. 

MR. FLYNN: Could I comment on this? It 
seems to me that this question of who is to be the 
judge >f an expenditure, I think we would feel that 
management is in a better position as it has to account 
to its shareholders for what it does. 

MR.ROTHWELL: If I might interrupt, and 
pardon me for talking so much, but the atmosphere here 
is so friendly and informal that I just can't stop 


trying to take over. 
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I have a statement here that we at C.M.A. 
would like to read into the record. So, if you will 
bear with me, it will take me all of two minutes. 
This is by Professor William C. Hood and it is from 
the book entitled, "Financing of Economic Activity 
in Canada" and it deals with the subject, and I quote: 

d The decisive argument however in 
defence of firms financing their expansion 
with their own saving against the charge 
of possible misallocation of resources is, 
however, that the ultimate test of invest- 
ment decisions is whether the funds in- 
vested have been used profitably. This 
test must be passed by all firms whether 
they secure their funds from their own 
operations OR in the capital market. It 
is indeed an expost test but it is the only 
final and conclusive one there is. But 
the test is continuously applied. Firms 
cannot long fail to meet it and survive. 
Unprofitable companies will not find it 
easy to raise funds in the capital market; 
unprofitable companies will not long be 
able to finance expansion from depreciation 
allowances. In short, profits are necessary 
to the obtaining of funds for expansion 
whether directly or indirectly; they are the 
reward for success and the licence to try 
again. In a growing, advancing economy 


4n which some firms are leading and some 
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"lagging, the ultimate equilibrium of 'normal' 
profits for all survivors is never attained. 
We have only a rough test as to whether 
resources have been allocated in the 
proper channels and that is the test 
whether firms can use their resources 
profitably. This test must be passed by 
all firms if they are to survive, irres- 
pective of whether they draw their funds 
from their own saving or the saving of 
others." 
Thank you. |: ANSI ge De Ep 
COMMISSIONER BROWN: I suppose one should 
also include in that the statistics that show that 
the investments in 1950 were 9.l.billion after depreciatio 
and in 1959 they were 20.1 billion, and that income, 
before taxes, had risen from 1,308 million to 
1,570 million for a net return of 2.4 per cent 


before taxes. ‘ «.These figures are for manufacturers. 


MR. ROTHWELL: They must be correct. 

COMMISSIONER BROWN: Those are all the 
questions I have on the general points, Mr. Chairman, 
but maybe some of the other Commissioners © have 
something they wish to carry forward. 

THE CHAIRMAN: There is one aspect of this 
problem that strikes me. I may not be quite right 
about this, but if you have retained earnings, you 
have the money there, and if you decide to spend it 


on something that is somewhat speculative -- that is, 
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maybe in the time of a recession when you may not be 
sure that it will make a return or might lose some 

of that money -- nevertheless you might decide to use 
that money, whereas if you have to go out and borrow 
that money and you are faced with the possibility of 
paying interest on something that disappears in a few 
months, you wouldn't take that risk? 

MR. FLYNN: Correct, 

MR, COLLINGE: In other words, the expert 
in business knows the risks he takes with the share- 
holders' money, but if he is going to borrow on the 
market he puts himself, perhaps, in a position of 
real jeopardy with everything because he has got to 
meet interest. 

THE CHAIRMAN: You can afford to lose the 
money in hand, but you can't afford to lose the money 
you have borrowed to the same extent? 

MR. COLLINGE: This is particularly true in 
the small enterprises. 

COMMISSIONER LEMAN: Of course, when we 
talk about raising capital in the market we don't 
necessarily think only of debt securities. 

MR. ROTHWELL: No. 

COMMISSIONER LEMAN: It could be raising 
equity, too. 

MR. ROTHWELL: Yes. 

COMMISSIONER LEMAN: Well, Mr. Chairman, if 
I might turn to the original sequence, to what we 
were talking about, the fact is that every large manu- 


facturer would like to have a high proportion of the 
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capital requirements from retained earnings but they 
can't always do so. First of all, because sometimes 
they do tackle expansion that is too large to meet from 
those retained earnings, and, secondly, because people 
have to start some time in business, they haven't 
always been going for many years, and in your brief 
you have made an attempt at analysing what has been 
the fate of a manufacturing industry in the capital 
market through this questionnaire which you have sent 
tO your members. 

Now, there is a reference on page 41 to 
the experience related to companies who have applied 
for term loans, which seems to indicate that larger 
companies have been more successful than small companies 
in obtaining term loans, and there is a more detailed 
analysis of this in Table 4 at the back of your brief. 
This is referring to term loans through chartered 


banks. 
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Now, on the whole what conclusion do you 
draw from the resultsof this questionnaire. Is it 
mainly that small companies have more difficulty 
in this field than large companies? 

MR. POTTER: Yes, that would be true, 

It is not possible to draw very extensive conclusions. 
There may have been good reasons why these people 

who applied for term loans could not get them, but 

it may point to a deficiency in the facilities. There 
is no of telling from the survey. It has a very 
limited story to tell us. It does support or tend 

to prove what, in a certain sense, was known already, 
namely, that a smaller business has special problems, 
but it does not say what should be done. 

COMMISSIONER LEMAN: But this is the main 
inference that can be drawn? 

MR. POTTER: Yes, it does seem to show 
that. 

COMMISSIONER LEMAN: Then, there is another 
reference in paragraph 187 to a broader sort of 
question, and that is also supported in more detail 
by some tables at the end. You were then asking 
a simple question: Do you have sufficient short-term 
capital, and do you have sufficient long-term capital? 
It looks as though, again, the smaller companies 
seem to suffer from a lack of sufficiency. of both 
types of capital, but especially long-term capital. 
That is also the inference to be drawn from the 
answers to that particular question? 


MR. POTTER: Yes, that is correct, I Suppose 
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the comparison between the position of the smaller 
companies with respect to short-term capital and 
long-term capital is what one would logically expect. 
The risk is greater with the long-term capital. 

With the short-term capital there is the possibility 
of giving a suitable form of security. The problem 
of risk would loom a little larger in the long-term 
capital. Again, it is not possible t say whether 
these are companies that could not meet a test of 
worthiness for obtaining capital on any basis, or 
whether they are companies that are not receiving 
adequate attention under the present facilities. 

As is noted in paragraph 188, there will 
be a varying ability of respondents to absorb extra 
capital, but, again, it is impossible to determine 
that. It just directs attention to this and seems 
to support what is generally believed to be a problem 
area. It does point to the fact that Canadian 
controlled companies have a disadvantage which is, 
in a sense, a disadvantage of not being a part of 
a larger organization. 

COMMISSIONER LEMAN: First of all, I think 
the indications are, from the outline you have given 
us of how the questionaire was made up, that it did not 
attempt -- perhaps you felt it would be too much 
of a burden -- to get at causes very much. It asked 
some very definite questions and asked for "Yes" 
or "No" answers. Were there areas for comments 


below each question? 


MR. POTTER: Yes, and we got quite extensive 
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comments which were used by the committee in 
preparing the brief. There were various viewpoints 
expressed, and also criticisms, commendations of 
financial institutions, condemnations of them, 

and explanations of their own particular situation. 
Ieee itt icult to put. this. into an over-all 
pattern, but many of them were considered by the 
committee in its recommendations. 

COMMISSIONER LEMAN: Did you get the impression 
mostly that you got very responsible answers from 
the level of management in each company that was 
involved in policy? Do you feel that these answers 
were made by people who knew exactly what the 
financial policies of the respondents were? 

MR. POTTER: Well, the respondents would 
be the persons responsible for financing, I am sure, 
I would think that probably the greater percentage 
would be quite credible answers. We got a few 
that were somewhat off the rails, I suppose, but to 
a great extent they also amplify what is already known, 
that small business does have these difficulties. 
You get some of these comments embodied in section 
on the Industrial Development Bank, and there is 

one specific area. Also with respect to some of 
the comments in regard to term loans from banks. We 
know as a fact that there is widespread comment to 
the effect that the manufacturers would like more 
dependable credit and somewhat longer credit than 


the sort they get from banks. 


There are also comments on the Industrial 
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1| Development Bank, and also on the fact that the 
2| manufacturers want longer term credit, so to speak, 
3 That is to say, where they were EeUUINZ “ke Lory , 
8, 9 or 10 years they now want it for a longer period, 
5 and they want such credit more freely available 

6 in some cases. There was a great deal of complaint 

7 about the red tape and the delays and the cost of 

8 credit as a result of --- 

9 COMMISSIONER LEMAN: But were you able 

10 to ascertain, from the way the questionnaires 

11 were answered and as soon as it became apparent that 
12 small firms have greater difficulty than large firms, 
13] whether it was just straight availability, or whether 
14 it was a matter of avdlability at a certain cost? 

15 MR. POTTER: I think the major emphasis 

16 was on availability. There were numerous complaints 
17 about cost which would suggest that some of the 

18 projects might be marginal. Some people thought 

19 that the costs of credit at the Industrial Development 
20 Bank and at the chartered banks were too high, 
21} = sithough I do not think that is considered high cost 
ee credit. We did not attempt to follow it up from 


23 that standpoint. 


24 COMMISSIONER LEMAN: I am trying indirectly 
25 to ascertain how much importance you attach to the 

26 response you got to your questionnaire, because 

27 if you observe this general conclusion that small 


28 firms have more difficulty than large firms you 
29 must look for the causes of this. Since there is 


30 not much comment in your brief as to the causes 
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for this one would have to look at what you feel 
the causes might have been by looking at the 
recommendations you make. -- the recommendations 
contained in your brief that bear on the Subject. 
There is a list at pages 30 to 34, and some of that 
list have nothing to do with this question, and we 
Should, therefore --- 

MR. POTTER: Well, the members of the 
delegation are the spokesmen for the Association 
on the’ policy, “but “if I'‘may; to a limited’ extent, 
explain the link between these recommendations and the 
survey I will say there°was a feeling that the problems 
of small business are more acute than those of large 
business, generally speaking, and the means needed 
to meet them were much the same. 

For instance; I note that it was felt that 
Recommendation No. 4 about income taxes and 
depreciation would be of special assistance to small 
business since small business is so extensively 
dependent upon internal funds because it has a aifficulty 
in getting external funds in many cases, The 
recommendation for mortgage lending by banks on the 

though 
security of equipment and real estate, such lending is no 
to be made at the same rate of interest that is 
charged on other loans, is also made to meet this 
need for long-term financing for small business. 
There are other reasons behind it relating to 
manufacturing more generally, but this is, I think, 
in a sense an alternative to asking for more govern- 


ment money for that purpose. 
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Generally speaking, there is the problem 
of the cost of obtaining funds externally to small 
business so that wider availability of mortgage funds 
would probably be of more practical importance to 
small business than to large business, 

COMMISSIONER LEMAN: That is Recommendation 
No. 8 -- mortgages from banks? 

MR, POTTER: Yes. 

COMMISSIONER LEMAN; Reeommendation No. 9 
concerns the "basket clause". That would not be 
of particular significance in this discussion of 
smali business versus large business? 

MR. POTTER: No, except that if that 
existed now there might have been a broadening of 
bank loans to small business. That is purely 
speculative.. It is more a matter of principle, T 
suppose, than having any concrete relationship to 
a definite and specific problem. 

Recommendation No. 10 may relate to small 
business in so far as small business in outlying 
areas has special problems. One comment that was 
made by a respondent in the Prairie Provinces was 
that small business gets its risk capital from 
individuals who have money for that purpose -- well- 
to-do individuals who want to take risks on the sort 
of venture that cannot be financed in the market. | 
He commented that in metropolitan centres or the 
more central areas these individuals with risk capital, t 
be approached individually, are more plentiful, but 


they are just not available in the smaller areas, 
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So, Recommendation No. 10 is a matter of principle 
rather than having relationship to a specific 
complaint or something of that sort, and it would also 
have a relationship to small business. 

Recommendation No. 11 is also related to 
Small business quite obviously and pointedly because 
it mentions it there, 

COMMISSIONER LEMAN: Factoring is likely 
to be of more help to relatively small firms than 
to large firms, but you use that reference to 
factoring in a negative way. You seem to imply that 
it is a symptom of an inadequate supply of credit 
in Canada which can be explained by the fact that 
the banks are not supplying sufficient short-term 
emedit.. 

MR, POTTER: .I think there were two different 
views taken of this by members of our Association, 
and both the views are embodied in the brief. 

There may be inadequate supply of bank credit. 

There was glgo the viewpoint expressed that factoring 
was a good thing. It may have both aspects, of 

course, 

COMMISSIONER LEMAN: Recommendation No, le 
refers to lowering the cost of public financing. 

MR. POTTER: That would not bear on very 
small business, but it would have an impact on the 
lower threshold of companies considered in terms of 
size and their ability to do financing publicly. 

In Recommendation No. 13 we say: "This would be 


of benefit to all companies offering securities". It 
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would also, one would think, tend to increase the 
Size threshold of external financing downwards, 

Again, Recommendation No, 14 arises in 
quite a definite way from the questionnaire. There 
are these complaints by manufacturers, and they are 
brought to the Commission's attention. They were 
actually quite voluminous, but they repeated the 
Same themes to quite an extent which, of course, 
underlies the concern some of these matters are to 
small manufacturers. 

I suppose that Recommendation No. 15 might 
have at least some limited effect in the long run 
on medium-size Canadian owned firms, and remedying 
the sort of complaint that has developed in the 
questionnaire, but it is not possible, of course, 
for us to say how much, 

Recommendation No. 16 has a relationship 
to small business, quite definitely. This problem 
of fraudulent bankruptcies is a serious problem 
where it causes a manufacturer to get into financial 
difficulties, and it bears quite specifically on 
the small manufacturer. There was one small 
manufacturer who said his greatest financial problem 
was in assessing credit risks. The large manufacturer 
and the small manufacturer both compete for business 
on the basis of credit terms, but this problem 


hampers the small manufacturer more. 


So, I think it can be said that although 
there is not a specific wording in these recommendation 


relating them to the questionnaire it can hardly 
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1 be implied that the results were in any sense 

2 ignored. These recommendations would seem to me 

3 to meet the complaints developed by the respondents 
4 to quite a considerable degree. It is not possible 


5 to give answers to all these problems, and, again, 


n 


it is not possible to say all these people who 


7 have problems who are credit worthy, and on that 


fe) 


basis it is not possible to judge them. 


COMMISSIONER LEMAN: Do I gather that what 


Ve) 


10 you look for in regard to this problem is quite a lot 
11 of little improvements here and there in the institution 
12 that exist in the actual functioning of the capital 
13 market now, but no major change anywhere? 
14 Mice rOTI ERY eYess 
15 MR. DOBBIE: I think you can find throughout 
16 the whole underlying theme of the brief the idea to 
broaden the market for money available to manufacturers 
in other words, where they get the money. 

COMMISSIONER LEMAN: Yes, but "broadening 
it" is a very general term. We have to think in 
terms of specific remedies. 

MR. DOBBIE: Yes, but then we come down 
to specific recommendations of how that could be 
implemented. 

COMMISSIONER LEMAN: NARS & Fs! 
not want to spend too much time on this, but it is 
a fact that we have received many representations 
about the difficulties in the small business field 
and in the obtaining of capital on reasonable terms. 


That is why I am anxious to see exactly what, broadly 
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Speaking, would be your approach to a solution 

to this problem, and also to see whether you agree 
with the fact that small businesses are not properly 
serviced under our present system. 

Let us talk about what you say more 
specifically relative to the banks. There seems to 
come out of your brief a feeling that the banks! 
realm of operations should be expanded somewhat, 
When you talk about mortgaging by banks do you 
have in mind long-term loans? Would you go so far 
even as to get them into the long-term financing 
of industry through these mortgages? 

MR. DOBBIE: Yes, on the security of mortgages. 

COMMISSIONER LEMAN: Well, there is a 
suggestion in paragraph 63 of your brief: 

" .. it will probably continue to 

be wise to have the investment powers 

of banks spelled out legislatively, with 

any reasonable restrictions so that all 

may know what role banks are expected to 


play in the economy." 
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What are the reasonable restrictions and limitations 
that you would see? You suggested there should be 
spelt out by the law. what is the proper role of banks 
and what should be the reasonable restrictions on banks, 
to define their role. What do you think there? 

MR. DOBBIE: We have said it in reverse, 

I think. We say the role as it is should be extended 
to include their power to loan on mortgages plus, we 
also recommend, a basket clause for their investments. 
Does that answer your question? 

COMMISSIONER LEMAN: Yes, but I am wondering 
what restrictions there would be if you got them 
involved in long-term loans with mortgages to industry. 
You say yourself they are already granting mortgages 
on housing. Obviously they will continue to grant 
Short-term loans, as they have been, to business 
for working capital purposes. Would there be any 
restrictions? 

MR. DOBBIE: We say restrictions in this 
sense: In the above quotation from paragraph 63, 


" 


"reasonable" should be understood to mean ‘not 
objectionable". The brief is not arguing that res- 
trictions are necessary or that \they are not. The 
quoted sentence proceeds on the assumption that the 
Commission is not likely to recommend, or be asked 

by anyone to recommend, the abolition of all guide- 
lines defining the role of the banks. Manufacturers ' 
interest in the suggested “basket clause" would pro- 


ceed simply from the fact that if such a clause 


existed banks could experiment with new ways of lending 
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to industry without waiting years for changes like the 
introduction of mortgage powers for which the Association 
is asking. 

COMMISSIONER LEMAN: What I am wondering is, 
whether your feeling is the role of the banks would 
be to take on all-comers and make any kind of loan 
it wished and to anybody -- business, individuals -- 
with any security they wished. In other words, you 
want to open the whole field of lending to the banks? 

MR. DOBBIE: We are saying that whatever 
powers you aS a commissionrecommend for the banks, that 
they be spelt out so that everybody knows exactly the 
functions the banks are performing. 

THE CHAIRMAN: That is, if we decide to recommend 
that certain additional lending powers be given to the 
banks than they have now, that we should also recommend 
that that be spelt out in a definite way, so there 
would be no difficulty about it? 

MR. DOBBIE:. That is, very, correct, sin. 

MR. COLLINGE: There is a spelling out of 
the loans which may be made under Section 68 of the 
Bank Act. 

THE CHAIRMAN: Do you mean you are not 
satisfied with that now? 

MR. COLLINGE: There is a spelling out there; 
and Why not havea similar one in this instance? 

MR. DOBBIE: If you broaden the powers of the 
banks to lend, plus the basket clause. 

MR. ROTHWELL: Without saying how. 


THE CHAIRMAN: Do you say anything about the 
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6 per cent ceiling on bank loans here? 

MR. DOBBIE: Yes, we have a few thoughts 
on the ceiling. 

THE CHAIRMAN: I thought there were, but 
I had forgotten. It is not in the brief, is it? 

fk. “DOSBIES “No,rlt is not, sir. 

THE CHAIRMAN: That is what I thought. I 
was trying to recall where I had seen it in the brief. 

MK. POTTER: Section €2. 

COMMISSIONER LEMAN: I read Section 62 to 
mean a recommendation that the 6 per cent legal ceiling 
be removed. 

MR. DOBBIE: No, absolutely not. 

MR. COLLINGE: The removal of loans to 
industries against mortgages. 

COMMISSIONER LEMAN: Only on mortgage loans? 

MR. COLLINGE: Yes. 

COMMISSIONER LEMAN: How about on other loans? 

MR. DOBBIE: The Association's thought on 
that is most of our members use bank credit continually 
or from time to time. This enters into the cost of 
the product, and we would not like to see the ceiling 
raised. It also gets into the problem which Mr. 
Thompson can touch on, and which I will mention very 
generally, that if the rates are too high it slows down 
the money industry would be liable to attract. But -- 
and here we get into the matter of size -- smaller 
manufacturers say it is basically a matter of avail- 
ability and not cost. If it came to a point where 


there was a choice to make, if by paying a moderately 
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1 higher rate you got a compensation, in that money 


2 was available, this would have to be studied again 


3 and we might be able to make recommendations on it. 

4 As to the matter of the actual interest 

5 rate and how it would affect industry, Mr. Thompson 

6 has a few words on that. 

g MR. THOMPSON: This is a little apart 

8 from this question about the establishment of a maximum 
9 ceiling on the bank rate. There were just some general 
10 comments we had prepared in relation to the effect of 


11 higher rates of interest and the bearing that has 
12 on investments. Do you wish me to pursue that in 
13 relation to the question you asked me? 

14 COMMISSIONER LEMAN: We would like to 


15 cover that a little later. 


16 MR. THOMPSON: I do not think they are 

i7 relevant ,..specifically. 

18 COMMISSIONER LEMAN: The 6 per cent ceiling 

19 is a restriction on banks today; that is one restriction. 
20 Are there any other restrictions, or should there be 

21 none other? 

22 MR.,THOMPSON: I think, in general, what 

23 we say is the more you liberalize restrictions on banks 


to assist business, the better it is for business and 


particularly small business. Our banking System is 
mature today, and even though they have the right 

to do it, it does not mean to say they are going to be 
foolish and make bad investments and loans. 


They are going to use good judgment and they are big 


re well able to look after themselves. 


boys now and a 


Goltoliteer sto ef teddy iysbot edasd mo mottointeer sp et 


yedom tedd at wiotdsemsqnos 8 dog voy 9 ses aise | ia 

aisgs bsibusea sd of oved bivow elds Sidslieve ae! Is 

ti mo anotisbaommoos1 sasm ot sides od $dgin ow bas 
gasretat L[eutos edd to redtdem odd of eA 
noeqmodT .aM .yudavbat toslie bivow df wod bas eset 
.tedd mo ebyow west 6 asd 

gxeqs slitil 6 at eidT <:WOGSMOHT .AM 

mumixem 6 to daemdelidetas edt tuods moideoup aida mor’ 

| Lersasg emoe tdeul ssw sxvedT .ste1 Nasd edi? mo gatiiteo 


to tostte eAt ot aolitelonr at beasgqetq bed ow ataommoo 


asd tedt gatrsed odd bas teotetat to ests1 redgid 


oie 


Sem bede@s voy aolteeup edt ot notislerx 


od eNtI bluow oW :WAMEI ABMOLASIMMOD 


ie 


.tetsl sisdtif «6 tedd azevoo 


ss 


at gsdt svaruq od om datw voy od -etmemsasval no 
e168 yods Naidsd gon ob LT ;MOeSMOHT AM 


“A 2a aw 
he = 


-Ylleoltiosqa ,insvelor 


gniftss tneso 19q 0 oAT :MAME.I ASMOLAELHMOD 


9d suedt blyofe so ,anottotistaes ssddo yas siedt oA 
Sisdito error 

jeniw ,[siemes at ,Naitdds I :WOCIMOHT. AM 
ehned ao adoitotataex esileredil voy siom odd et Ysa ow 
bas Sieioiianeat rol ef ti setted sat ,eseateud tealeaes og 
BL mestsaya satwasd 190. -8eorntaud [leue ylisfvoltasq 
prgts end sved yedt davods aeve bas ~«Vebot SINd Sa 
ed o¢ gntog ors yodsd yea o¢ meom ton esob tk eJi ob ot 
-e8a60l bas atnenteovat . Ded - eaism bas detfoo 
aid S16 yous bas dmomgbut boos eau ot gatog 16. FPRE, ; 
weer lonmedt ERE Hoo og oi gs ifsw (956 bas 1 wort eyod 


yepeR se 


Nethercut & Young - 4879 = 


Toronto, Ontario 


In this broad sense, greater latitude can be granted to 
our banks than, say, thirty or forty years ago, when 
there was a larger number and some were weak and small. 
Under the present banking system we feel that any 
liberalization in their lending powers would be help- 
ful, particularly to smaller business. 

THE CHAIRMAN: You do not think they are 
mature enough to be trusted with the removal of the 
6 per cent? 

MR. THOMPSON: We would not like to make 
Such a request on behalf of the manufacturers. 

MR. COLLINGE: I do not believe this committe 
thinks they are mature enough, but I would not like 
to say it officially. 

MR. ROTHWELL: I do not think we suggest the 
6 per cent bank rate ceiling should not be removed. 
I think the expression is that some people would be 
quite willing to pay more than 6 per cent if they were 
assured of the banks' support they needed when they 
wanted it. They are not so sure that raising the 
ceiling from 6 per cent to 7 per cent, for example, 
will, of necessity, solve the availability problem. 
Because of a lack of certain belief in this group, 
you will find this thing is absent from the brief, 
deliberately absent. We have not commented on the 
6 per cent because we, ourselves, find it hard to 
agree with any kind of a uniform view. So, we do not 
say it should be raised. 

COMMISSIONER LEMAN: You mention factoring. 


As I understand it, generally these days factoring 
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represents an interest cost to the borrower of about 

13 or 14 per cent, so if the banks were financing working 
capital in small firms at 8 per cent, say, it would 

still be a lot better than most factors can make 
available. 

MR. THOMPSON: I have seen instances of that, 
where the effective rate after penalties have been 
applied, was running over 20 per cent. If the 
individual was going to stay in business, that is the 
only source that he had from.which to cbtain funds, 
and his overall decision was that he had just about 
as much current debt as current assets. It was not 
an attractive proposition for the banks though the 
banks could, against Section 88 and against assignment 
of the accounts. But in this individual situation 
you could not even get a nickel from the bank, and 
the only way to stay alive was to get into the hands 
of these factors. It is just cruel, the. rate these 
people are able to extort under these circumstances. 

COMMISSIONER MACKINTOSH: The reason why 
government does not, in normal times, impose a ceiling 
on the prices at which manufacturers sell is not 
because there is a touching trust in manufacturers. 
There is an assumption that externally or internally 
there will be enough competition to arrive at a 
reasonable price. Do you fear that if the ceiling 
was not raised but removed on bank interest rates, so 
there would be no suggestion of an administered price -- 
do you fear there would not be enough competition to 


maintain rates on the average? 
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MR. THOMPSON: Are not you inviting rather 
a comparison of our banks and thedegree of competition 
of our banking system, as compared to that of the 
manufacturing industry? 

COMMISSIONER MACKINTOSH: Why not? 

COMMISSIONER LEMAN: You gentlemen seem to 
be a little hesitant on this question. 

THE CHAIRMAN: They said that the membership 
was not in such a state of agreement that they are 
prepared to take any position on behalf of the member- 
ship. 

COMMISSIONER BROWN: I have the impression 
that those to whom bank money is available would like 
to see the 6 per cent ceiling; but those who have to 
go to the factoring end of it would like to see it 
removed. 

MR. ROTHWELL: Or raised. 

MR. WILLS: I think we are concerned with 
the fact that raising of the interest rate is not going 
to make more funds available and is going to cause highe 
rates than when raising money today. 

THE CHAIRMAN: Is not the problem the 
availability of money? 

MR. WILLS: Yes. 

COMMISSIONER MACKINTOSH: There is no 
suggestion here of raising the interest rate. The 
only suggestion in question is that of removing a 
limit which, when the interest rate is raised, squeezes 
the top sector of demand off from availability. They 


cannot lend above 6 per cent. Therefore, they prefer 
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not to lend. It is not a matter of saying interest 
rates in the future shall be higher than they have 

been in the past. If that was the question, presumably 
it was rejected. 

MR. FLYNN: Doesn't it boil down, basically, 
to the degree of risk -- the degree of risk and the 
higher rate of interest required for greater risk? 

MR. THOMPSON: It also applies a variety 
of rates and you could shop for rates. 

MR. DOBBIE: Quite purposely we did not make 
any recommendation on it, as you can see. 

COMMISSIONER LEMAN: But you are here becaus 
we can question you on your deliberations? As a matter 
of fact, I have a feeling that Dr. Mackintosh did not 
get an answer to one of his questions. Perhaps you 
would like to put it again, Dr. Mackintosh? I think 
it should be answered. 

COMMISSIONER MACKINTOSH: I am not sure 
which question it was. 

COMMISSIONER LEMAN: That is the question, 
is there sufficient competition in the banking system 
to make the system work? 

MR. DOBBIE: We asked ourselves that guvetea.t 
and we came to the conclusion that in the field there 
was competition between the banks. 

THE CHAIRMAN: Can not you go beyond that? 
There are other institutions today which have grown 
to a great extent, which have been competing with the 
banks in certain fields. 


MR. DOBBIE: Yes. 


dsoredat gatyse to rsddsm 6 Negras» 
eved yodt asdd rsdsid od staat sudo? ti sn notee 
yidemuaesigq ,aoltesup edt aswtsdt TL .deeq ont ab ased 
-betoster ees 
.vilsotasd ,awob Liod $f d'mes0d suMYIa JAM | | 
edt bas waka to seameb ent --' Hata to eseizeb odd o¢ 
ftaix rstseTg rol bexiupes deerstai to sis tsdgtd 
ytetiuev s asifgqs oefs tI :MOC@IMOHT .5M 
.estsy roti gdde binoo voy bas asts1 to 
ovem con bib sw yiseoquug- stiug@ sALaaod .AM 


| .998 ms9 yoy as ,Ji mo moltsbnommooet yas itt 


paueoosd sven sis voy twa :WAMHIT ASMOLASIMMOD lor 
tottsem s aA faneitsusdifob soy aoe voy nottesyp nso ow ier i 
goa bib dsetaiNosM .1d tent anilseese? s eved I. (tose2 to jm : 
NOY agedist .amoivaeyp eid To sgo ot tewans as deg has | 
Aaidds IT fdeotainoeM .12 ,misgs ¢£ jug ot oNiL bivow le 
berewens ed bivone tL le | 
esrvea toa més I :He@OTMLADAM AGMOLaarlMMOD let 
| .eew di aotteesp doidw jer 
 colseeup odd et den? :WAMad AEKOTeerMMOD hos | 
meseya aninned edt at aoltiteqmoo tastoitiue sexed at ha 
fwuow mesaye odd ovem od Te 
ens tedt esviessuvo beves oW :H1asod .AM be: 
reat blett sds at tedd moteuLonod sat ot smso ow bas he 
esto ont meewsed meisiteamoo esw rAN 


fters Hbaoyesd og voy tom asO :WAMAIAHD BHT a 
aiworg sven dotdw yebot enottwdtitent serito ons onedT 
end dtiw gnisegmoo aeed sve doidw ,daedxo tee13 6 ot 


-abfsi? atstves at exe 


Nethercut & Young - 4883 - 


Terente, Ontario 


COMMISSIONER MACKINTOSH: May I ask Mr. 
Dobbie if he means that he thought that he detected a 
trace of competition? 

MR. ROTHWELL: My impression is there is 
a great deal of competition between banks. I am not so 

sure it is not a well regulated and controlled 
competition, but it does exist today. Whether it would 
exist under other circumstances, I do not know. 

MR.DOBBIE: We feel also there are areas 
where there is more competition than in others. In 
our own discussions we thought you might go from bank 
to bank, in certain circumstances, and get various 
terms, and we thoughtthere are other areas that are 
pretty well standard. 

COMMISSIONER MACKINTOSH: Would you go this 
far: if it was thought desirable to recommend removal 
of the ceiling you would welcome also other recommendations 
which would contribute to an increase in bank competition 

MR. DOBBIE: I think we can go along with 
that statement. 

MR. COLLINGE: As a committee we have to be 
very careful. 

COMMISSIONER BROWN: Let us poll you 
individually: 

MR. COLLINGE: We are trying to represent 
the Association. 

MR. WATSON: It seems to me there are other 
fields that have operational advantages than interest 
rates. But there are many angles of service concerned 


which I think one bank has over another, as to a certain 
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rate, and so on, which are apparent in shopping around, 
as most people do. There are a lot of other things 

to look at besides merely the bank rates. So I think 
the answer as to whether there is competition among 
the banks is, yes, definitely. I have stressed on 
various occasions, chiefly as to service, and other 
items I need not bore you with because you know all 
about it -- co-operation, terms and various extra 
services beyond the call of duty, and things like that. 


In that the banks are in definite competition. 
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COMMISSIONER MACKINTOSH: I would not like 
this to be represented entirely as a virtue of the 
banks. I was thinking in terms of the development 
of the money market, the expansion of various near 
banks. The banks are more competitive now than they 
were, Say, a generation ago - to put it back far 
enough not to be contentious - they are in a more 
competitive situation, whatever desire the individual 
banks may have. 

MR. COLLINGE: Would it be in order to 
Say that we, as representing the Association, feel 
definitely that there should be a source of capital 
which might be be an interest rate greater than the 
6 per cent, and which could therefore take a greater 
credit risk, but which is not as costly as the factor. 

MR. DOBBIE: This is what we are in essence 
saying in paragraph 61. 

MR. COLLINGE: Whether the banks as a 
medium do this, we on behalf of the Association cannot 
say, but we can say the other. 

COMMISSIONER LEMAN: That is all on this 
score, Mr. Chairman. 

COMMISSIONER BROWN: Could I ask this one 
question before it is forgotten? My, Potterccedriier 
referred to the question of bank mortgages and made 
the statement, if I noted it correctly, that this would 
be an alternative to asking for more government money 
for the purpose. What was the intention of that? 

MR. POTTER: We were asked how the complaints 


of small businesses in the questionnaire reflected in 
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these tables, were reflected in our brief. Small businesdes 
in many cases represented that they would like to see 

more money available from the Industrial Development 

Bank. They would like to see mortgages or similar 
facilities available from the chartered banks, in 

Some cases. The feeling was that one way to meet this 

need was to have the power to make money available on 
industrial mortgages - that is, the chartered banks. 

That is, as stated in the preamble to this brief, and 

I believe elsewhere. 

The Association approves of the Industrial 
Development Bank, but would rather see an expansion of 
private enterprise fundsrather than government money. 

COMMISSIONER BROWN: Your reference <o 
government money was a reference to I.D.B. money? 

MR. COLLINGE: Yes, to I.D.B. money. 

THE CHAIRMAN: We will adjourn for ten 
minutes. 


--- Recess. 


COMMISSIONER MACKINTOSH: I would like to 
direct attention to an earlier section of your brief 
in which you set out what you consider to be the 
objective monetary and fiscal policies, and modestly 
refrain from making any suggestion to the Commission 
as to what we should recommend with regard to them, 
There is one striking sentence in paragraph 

"The Association regards wage increases 

not directly related to an equitable shar- 


ing of increased productivity as having 
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"been in practice a more important source 

of price inflation in Canada than un- 

Justified expansion of the money supply." 
We have had some other expressions of opinion from 
persons whose experience has been in other countries, 
with emphasis on this. In most cases they are 
related to industry-wide collective bargaining having 
been established. This raises the very important 
question, whether you really think there should be 
some policy proposals that would deal with this? 

You have formulated in fairly general terms 
and incomes-profit set-up as a guiding light, and one 
or two other devices. Are you just registering a 
passing complaint, or do you want to do something 
about it? 

MR. DOBBIE: I will ask Mr. Watson to give 
you cur thinking on this particular section. 

MR. WATSON: I think it is fair to say that 
what you might consider the wage-cost push inflation 
has been and will continue to be a matter of very 
serious and vital concern to manufacturers. 

There are a couple of reasons which I think 
were not specifically dealt with in the submission, 
or were not made the subject of specific recommendation. 
One is that, rightly or wrongly, we felt that our monetar 
banking policies, financing policies, which are under 
consideration by the Commission, do have an indirect 
influence on all sectors of our economy to some degree; 
but they did not seem, in our view, to have a direct 


impact on wage rates. That was one part. 
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The other thought was that any possible 
legislative action to be recommended, bearing directly 
on the matter of wage rates, would probably fall more 
into the provincial than the federal jurisdiction. 

But the matter has been under considerable study 

by the Association, and while we are not in a position 
at the moment to make definite recommendations, it is 
certainly a matter of serious concern. 

Cur thinking on it is this - if you will 
excuse me quoting from rather cryptic notes I have 
here; Wages, of course, are a large component 
of manufacturing costs. With continuing post-war 
rise in wages up until the late fifties, mostly passed 
on to consumers in some higher prices, might be called 
a cost-push type of inflation. As the transition from a 
sellers to a buyers market progressed, this passing on 
became increasingly difficult. 

This setup followed a chain of consequences 
which is still in operation. Manufacturers were more 
and more forced by competition to absorb increases 
in wage costs: thus, a further squeeze on profits; 
thus an intensive search for compensating cost reduction 
thus increased requirements for automation; thus rising 
unemployment. In other words, rising wages seem to 
have collided with the law of diminishing returns. 

That, I think, is as far as our thinking 
goes at the moment on it. That boils it down. Whether 
at some future date we would be prepared to make some 
specific recommendations, is something else. This was 


noted in the letter that came to us a fortnight or so 
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ago, but there was not really time to canvass our members 
at large to get their views and opinions on the matter. 
Frankly, we were not yet settled in our minds, although 
it is under continual study just what we would recommend. 

So I think, Mr. Dobbie, that is about as 
far aS we would be prepared to go. This is certainly 
a matter for discussion. 

I might cite a few figures. These happen 
to be taken from the records of my own company, and bear 
out that chain of consequences I mentioned. Would 
those be of interest to the Commission? 

COMMISSIONER MACKINTOSH: I think so. 

MR. WATSON: I compare the year 1950 to the 
year 1°61 and I quote on a percentage basis the change 
in these various factors in that ll-year period. I 
interject that during this period, on account of this 
process I have outlined, we did go extensively into 
automation, instdledagreat deal of automatic machinery - 
forced to by rising costs. Fortunately, in the first 
part of that period we had surmaeipntieetauned earnings; 
latterly, the retained earnings have not been so good. 

I go on now with the comparison. The 


volume of business between 1950 and 1961 increased 


24 per cent. The numbers on the payroll - these are 
all below executive level - decreased 43 per cent. 

The payroll in dollars increased 27 per cent, and 

the average wages of employees increased 123 per cent. 
In other words, the wages more than doubled, but I 
would point out that that is possibly higher than the 


average. It so happens that with the installation of 
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a great deal of automatic machinery the calibre and skill 
of our employees have advanced considerably. I cite 
those figures because they back up this chain of 
consequences. 

So, we are very vitally concerned with the 
cost push. Up to this point we were able to pass on 
that cost push, but since that time - speaking of 
manufacturers as a whole - we were not. 

On the national basis the Association is, 
of course, very much concerned with unemployment and 
is seeking to find causes of it. In doing so we 
stumbled on one, which is not an earth-shaking discovery, 
because I think a lot of other people made the same 
discovery. However, it certainly was confirmed 
by a study in the matter, and looking at it in our own 
business. Perhaps I have given an oblique answer to 
the question, sir. 

COMMISSIONER MACKINTOSH: I think that is 
useful. However, I think on the evidence that you 
Stated in the earlier part of that period, up to the 
watershed, whether that is 1956 or 1957, was not a 
cost push; it was simply labour taking advantage of 
demand pull, when the manufacturers in a good year 
found that the easiest way out of wage negotiations 
was to give a wage increase. 

MR. WATSON: I think that is the truth. 

COMMISSIONER MACKINTOSH: I do not think 
you can classify that as a cost push. A great many 
situations which appear to the individual manufacturer 


as a cost push, really represent a demand pull from some 
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other industry which uses a similar kind of labour. 
They are appearing to raise wages and they do raise 
wages, and then the demand for increased wages spreads 
to other industries. But there is a question which 
always appears to an economist: one of the ways 
an employer can protect himself, an industry can 
protect itself, against a successful wage demand, is 
to divest himself of some of his purchasing power 
by reducing price first. Very little of the earnings 
of industry in the period when earnings were very 
buoyant have gone into price reduction, which has the 
advantage of spreading the result of productivity right 
across the population, instead of making it a bone of 
contention between management and labour within the 
industry, and where the most buoyant industry sets a 
wage rate which the others in some fashion have tomeet. 

The whole concept of passing on the results 
of productivity in some measure to the consumer has 
become a very old-fashioned consideration. It seems 
to me that many industries in periods of buoyant 
business leave themselves veryexposed. Frequently they 

pass through times when they have the resources, or 

timeswhen they don't need to make price concessions 
for competitive reasons, Later when competition 
gets keen, they are left both with competition and 
the enhanced wage level. 

Would it be your view generally that this 
question of cost or wage push simply has to be left to 


competition and it is a spread of information and 


knowledge? 
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MR. DOBBIE: May I answer one question 
before that and we will come back to your second 
question. 

COMMISSIONER MACKINTOSH: Glad you mentioned 
doth. 

MR. DOBBIE: You brought up one point, that 
with regard to the cost of production. I would like 
to ask Mr. Keaveney to make a comment on it, and then 
we will come back to your main question. 

MR. KEAVENEY: Dr. Mackintosh, did I under- 
Stand you to say that manufacturers had not reduced 
prices? 

COMMISSIONER MACKINTOSH: I am speaking 
generally of this earlier period when things were 
buoyant. Ido not for a moment suggest that they 
are, not.trying their .best.to.get into the price 
competition situation. 

MR. KEAVENEY: I think in certain industries 
there have been very drastic price reductions, Il 
speak particularly of the electrical apparatus industry 
where if one takes the price of large power transformers, 
he will see that today they are selling at less than 
75 per cent of the price charged in 1950. Now, 
certainly to some extent this is the result of cost 
reduction through design improvement and so forth, 
but I would say to a much more marked extent it is. 
due to excess capacity in this country, where there is 
most severe competition. 

I just wanted to speak of that point, 


particularly in regard to that industry, and I am sure 
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it is true of others, despite the fact that in that time 
wages have gone up very significantly. So, the 
manufacturers have been faced with a wage cost push, whic 
has not only not been offset by a price increase but 
has been accompanied by price decrease, 

COMMISSIONER MACKINTOSH: Do you attribute 
this cost ‘;push to industry-wide bargaining? 

MR. COLLINGE: In one industry the most 
profitable parts do not fight hard to keep the wage 
level at what would be satisfactory. This is a fact. 

MR. THOMPSON: I don't think you can overlook 
the significant effect of the wage pattern in the 
United States and how it is reflected in our Canadian 
wage rates. If you go back to the post-war period 
when we had great development of our raw material 
resources, those industries set a very high level of 
wages, and through a shortage of labour manufacturing 
industries were in competition. Even in the most 
profitable areas, and where some industries were not 


profitable, they had to meet these competitive conditions 
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There are two factors; there is this Shortage of 
labour in the post-war period and with the Wiilingness 
of , I think, a lot of our primary producers whose 
wage costs haven't been as significant as in 
manufacturing, to meet higher wages. The effect of 
the United States wage increases all had a bearing 
and there was pressure on the manufacturers to do 
everything to meet these wage increases. I don't 
think it was a matter of the manufacturers sitting 

on their hands; I think they were conscious of 

their problems but they were caught up in a situation 
which I think is beyond their control. 

MR. COLLINGE: I think we might add that 
there was one place where this tax policy and related 
policies did affect. wage earners... .It.is very difficult 
for a manufacturing enterprise to deal with a unit 
that can demonstrate that its costs of living have 
increased as the result,say, of an increase ina 
tax level. 

COMMISSIONER MACKINTOSH: You have been 
able to restrict wage increases with that measurement, 
but wouldn't they have been much less than historically 
they have been? Labour has done a great deal more. 

MR. KEAVENEY: JI would think that is 
particularly so over the last two or three years 
where our rate of productivity nationally has been ~ 
extremely small, and this really gets back to the 
point we have mentioned in our prief in relating 
the wage increases to an equitable sharing of the 


fruits of productivity, and IL think it is not correct 
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to say and I don't subscribe to the theory that > 
are equal 
providing wage increases/to the gains in productivity, 
that that is a satisfactory theory in North America 
today, and in as much as first of all so much cf 
the fruits of productivity nowadays are the result , 
of the installation of capital equipment and manage- 
ment to a very large extent, and that really one 
nowadays in Canada has to look to some part of this 
productivity to assist our competitive situation world-wide, 
So, you can use part of this productivity to reduce z 
costs. | 
COMMISSIONER MACKINTOSH: Well, I am not 
sure how you apply productivity or how you define it, 
actually; surely it will not be applied in any 
other way than if for the same cost or output it 
is being decreased by two and one-eighths per cent - 
or three per cent, or whatever you use, that that 
would be applied to the wage sector of your expenses, 
which would leave an equal percentage to be applied 
to the other sectors of your expenses, contribution 
to capital and management, and so on? 
MR. WILLS: The important thing in productivity 
is that your lessening of cost should be shared by 
all segments of the economy rather than to be shared 
wholly by labour. 
Mr. Thompson's point of the pressures of 
the U.S. on labour costs in Canada is a very good 
one. All the large labour unions in Canada are 
international unions and most of their policies are 


from the other side of the border. We follow here 
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the dictates imposed by labour management in a foreign 
country, which has an effect on our company; 
bargaining probably is more lip service than anything 
else. We are talking now of an area that perhaps 
is better left to labour legislation, but. the 
resistance . in response to labour increases 
can only be feeble because of the present labour 
laws. 

COMMISSIONER MACKINTOSH: I think that 
those are all the questions I have, Mr. Chairman. 

COMMISSIONER GIBSON: I would like to 
carry on and ask a few general questions; questions 
about your views as to national financial policy. 

THE CHAIRMAN: Before you do that I just 
have one question which I wanted to ask following 
up the figures, Mr. Watson, that you gave. You gave 
us a 24 per cent increase in volume of business and 
elitoval® payroll increase in dollars of 2/. per cent, 
You didn't give us a figure for the cost of increases 
in capital. There must have been a change in 


increases in capital. 


MR. WATSON: It would be very substantial 
in proportion to the turnover of business. A great 
deal of our return during that period, the early part 
or the latter part, would be devoted to replacement 
of people by machines. We have excellent employee 
relations and a fine staff and we have no union, But 
it is very difficult to dig out these things, the 
actual capital expenditures, because some are 


replacements and some are actual purchases of labour 
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saving machinery and some are merely modernization. 
I can tell you that they were very substantial 
for a small firm like ours. 

COMMISSIONER GIBSON: I might ask a couple 
of additional questions about your views about 
the objectives of policy, financial policy. You 
say in your introductory statement, paragraph 5, 
that the Association would like to affirm what 
it believes should be the goals kept in view 
by the authorities; economic growth, economic 
Stability, the avoidance of price inflation, a 

rate 

suitable foreign exchange/and the minimization of 
unemployment, both of manpower and productive 
capacity. Then you go on to say that the government 
Should be especially vigilant in restraining their 
spending at times of restricted credit conditions 
so as not to compete unnecessarily with private 
businesses. 

Now, these are all excellent objectives, 
Would you say a word or two about how you regard 
them and which are the most important objectives 
from your point of view? We have heard a lot about 
what the objectives of monetary policy ought to 
be and some people put priorities on one objective 
and someone else on another. Would you say something 
about that? 

MR. DOBBIE: We haven't applied any rating 
to that, sir. 

COMMISSLONER GIBSON: You don't believe they 


are in conflict? Is there any possibility that the 
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1} objective of price stability and avoidance of 

2 inflation is in conflict with the objective of 

3 minimizing unemployment or with a stable exchange 
4 rate? You are not prepared to talk about these things? ~- 
5 MR, DOBBIE: It is like sin, everybody 


6 is against it and this covers how we look on these 


% things. 
8 COMMISSIONER GIBSON: So do we, 
9 MR. DOBBIE: We haven't any priority on 


10 that; we feel that these are objectives that we 

11 should always have in front of us and work towards 
12 them; like many things in the economy, one may 

13 pull and the other may push, but you have to give 

14| up something for something else, but in the total 

15 objective we feel that this is what we should be 

16 shooting for. 

17 COMMISSIONER GIBSON: Yes, but as a practical 
18 matter there are times when there is conflict, and 
19 this is the sort of problem we have to look at, 

20 MR. DOBBIE: I could think of times -- for 
21 instance, along that line, nine months ago where 

22 our foreign exchange rate was working to the 

23 detriment of some of these other things; is this 

24 the type of area that you wanted to delve into? 

25 COMMISSIONER GIBSON: If you can talk 

26] about it. I don't want to ask you qeustions that 

27 you are not prepared to talk about or do not have 

28 || views on. 

29 MR. WATSON: I might well be that that is 


30 a part answer to that question. I can understand 
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that you are moving for virtue as against sin, 
COMMISSIONER GIBSON: We all are. 

MR. WATSON: And the thought, therefore, 
is that’ this is one of the objectives, but I think 
that we covered this earlier’ on in part of ‘the 
brief; that we are far from being monetary experts 
and therefore our ability to suggest a mechanical 
means -- monetary-wise or otherwise -- I am afraid 


we would be getting out of our depth. 
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1 COMMISSIONER GIBSON: We are not asking 
2 you about monetary techniques. We are asking why 

3 you regard some objectives as being more important 

4/ than others. 

a MR, ROTHWELL: I think this has not been 

6 discussed by this group as a group and, therefore, 

r if a question such as that is answered that answer 

8] must be the opinion only of the individual who made 

9 it. I think for years past we have had in Canada 

10 something along the line of a controlled inflation. 
11 We have had, certainly up to very recent years, 

12 an economic growth. I think that from the way things 
13 are most of us are convinced that to have economic 

14 growth, to have maximum employment, we must have 

15 along with those things some kind of a dose of price 
16] inflation. As you say, these things are in conflict, 
17|| but I am quite sure that all of us expect some kind 
18 of a dose of price inflation, and so on, if we are to 
19 have economic growth and reasonably full employment. 
20 So, the answer is that economic growth is more 
21 important than price inflation, but a lot depends 

22 upon how much price inflation there is. I think 

23|| ‘there can be a measure of stability if those things 
24 are kept under reasonable control. I am quite sure 
25 that no matter what we do we are going to have a 

26 price inflation of some variety in the years ahead. 
27 There is the exchange rate, for example. 

28 We have now a discount down, It is favourable to 

29|| many segments of our economy, both to the primary 


30 producer and the secondary producer, but undoubtedly 
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1 this is going to have an impact, and is having an 
2 impact on prices in Canada particularly, of course, 
3 on the price of imported commodities. There is 
4 also the fact that if we replace an imported commodity 
5 with a commodity made in Canada -- an imported 
: commodity that can be replaced because. it is priced 


out of the market -- then the commodity that is 
produced in Canada is going to be higher in cost in 
all probability than the commodity it replaces and 
which used to come in at a lower figure but which now 
comes: ‘In at- a very ‘much higher figure.” But, tor have 
economic growth we must be prepared to put up with 

a degree of price inflation. 

COMMISSIONER GIBSON: This is a very 
interesting view. You are saying, in effect, that 
to attain a reasonable degree of economic growth 
you are likely to have some price inflation, or 
sone’ price increase? 

MR. ROTHWELL: That is my personal view. 

COMMISSIONER GIBSON: I did not express 
that view. I said that sometimes these may be 
tn conflict -- sometimes they are in conflict immediately 
sometimes they may be in harmony when you take the 
longer view. But, it would be fair, according to 
your view, to say that we would have to put up with 
some price increase? 

MR. ROTHWELL: History has taught me that. 
The first job I ever held was for $10 a week. That 
was a regular job and that was the regular rate 


of pay for that job. How many people can we find 
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+0 work for $10 a week now? That is inflation. 

So, I have lived through an era of steady inflation, 
and I am convinced that it is going to continue 
happily. Perhaps we can keep it at a modest rate 
and still have these other things. 

COMMISSIONER GIBSON: Are you concerned 
about that view? What if everybody held the view 
and tried to protect themselves against inflation? 

MR. WILLS: There is a view that inflation 
over the last several years has resulted in lower 
profitability to’ the’ producer, *so that the’fact 
that the price has not gone up does not necessarily 
preclude inflation. 

COMMISSIONER GIBSON: You mean you have had 
a deflation of profits? 

NR: CWELESS~ Thato is’ right. Sle" thee price 
had been maintained your profits would have been 
higher, 

COMMISSIONER BROWN: What do you mean by 
reasonable inflation? 

MR. COLLINGE: There are some of us who 
believe that all the objectives can be achieved 


by providing suitable skills. This is not necessarily 
an Association view. 

COMMISSIONER GIBSON: No, no, 

MR. DOBBIE: These are individual views, 
Bir’. 

COMMISSIONER GIBSON: What do you think 
is a reasonable average increase in price? Do you 


think an increase of 3 per cent or 5 per cent consistent 
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is reasonable? 

MR. CRABTREE: I could not answer that. 
I would think that is high. 3 per cent per annum 
is a pretty fair dose of inflation. I would think 
that our objective should be to have it much lower 
than’ that. 

MR. DOBBIE: That is true, but are we 
getting inflation mixed up with cost increase? 

COMMISSIONER GIBSON: They are closely 
related. 

MR. DOBBIE: Very, but where is the 
dividing line? For instance, I may be in an industry 
which is importing a certain amount of raw material 
from the United States. Obviously the cost of the 
raw material has gone up in the last six months. 
Balanced against that we would hope to get more of 
the Canadian market, but because we are competing 
with American-finished products coming into this 
country we have an increase in a percentage of our 
total cost. If we expect to get more of the Canadian 
market our unit cost should go down with longer 
production runs, and we will be able to balance that 
against the increased cost of our raw material. 

COMMISSIONER GIBSON: Yes. I think if 
you are talking about inflation you have to use 
fairly broad measures. There is a movement of the 
whole price level, and the strain on one industry 
as against the strain on another will der pgs any 
particular time. 


MR. COLLINGE: Can I express a personal 
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view? It would seem that we believe the primary 
objective at this time is economic growth. Having 
regard to the demands of the welfare state unless 
we can grow economically we shall collapse utterly. 
This would be my view. Secondary objectives like 
economic stability have to do with the level of the 
whole population. They are obviously desirable, 

but the prime one is economic growth. 

MR, FLYNN: I think economic growth has 
a great deal to do with our tax structure in this 
country. Possibly we are anticipating the next royal 
commission and getting into that, but we have mentioned 
this in the brief and I think a.thorough review of 
the. tax-structure and a getting away from some of 
the sectional interests in that.area can. contribute 
and should contribute to economic growth, 

THE CHAIRMAN: This is just a preliminary 
skirmish here. 

MR. FLYNN: Most of us here are mature 
enough to have gone through a period of economic 
decrease and deflation. None of us enjoyed it. 

It was very unpleasant for most of us. 

COMMISSIONER GIBSON: This leads to another 
question. You put a lot of emphasis on the importance 
of growth. Some of you seem to be willing to put 
up with some price increase if that is necessarily 
involved, but when you come to discussing the question 
of fiscal policy and what the government ought to 


do from the expenditure point of view you make 


this statement in paragraph 23: 
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"There is a legitimate place for 
budget deficits and for the growth of the 
public debt, within the limits imposed by 
the growth of the economy and the ability 

to carry debt. But fiscal policy must 
harmonize with the sound management of the 
nation's affairs and must not lead to 
dangerous monetary expansion and inflation." 
Again, these nals we. Deed. not views, but what does this 
mean in a period where you have got quite a lot 
of unemployment and an inadequate -- or an absence 
of -- rate of growth? Look at the last few years; 
how do you feel about budget deficits in those 
circumstances? 
MR. COLLINGE: The answer might lead you 
to believe that we are talking to a Liberal caucus, 
MR. FLYNN: I do not know the answer to 
that one. We have had $3,000 million of deficits 
in the last five years, and in the last nine years 
I think there has been a deficit of $9,000 million 
in our international balance of payments, and during 
that time the Gross National Product has not been 
growing as it should have been to carry that. There 
must be a relationship there somewhere, but I do 
not know what it is. I am not an economist. It 
seems to me that we have been living off our own 
fat too much. What specifically we should do at 
this stage is a problem. 
COMMISSIONER GIBSON: You are not against 


the government's endeavouring to facilitate recovery 
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because you advocate tax relief of a kind which 
you believe would permit expansion in industry. 
That would cost money, and it would cause deficits 
in times when things are not good. 

MR. FLYNN: This is purely a personal view. 
What concerns me is that the horse is out of the 
Stable and we are now talking about closing the 
door. In other words, we had all these deficits 
in a period when we need not have had them. We 
need not, I think, have been accumulating deficits 
during the last few years because, while there was 
not the growth in the Gross National Product that 
we expected, we still went through some fairly good 
periods. Now it has caught up with us, and some 
economists think that business is going to slope 
off and we are. really faced with a problem. I cannot 
answer that. I do not know whether we should have 
more deficits now, or whether there should be real 
retrenchment, as Mr. Collinge has said. 

COMMISSIONER BROWN: Mr. Flynn, you 
would not suggest that income taxes were too low 
in the last few years? You are suggesting we should 
not have had deficits? 

MR. FLYNN: We should not have spent so 
much, 

COMMISSIONER BROWN: You are not suggesting 
that taxes were too low? 
MR. FLYNN: I am suggesting that our 


expenditures were too great. 


MR, DOBBIE: I do think -- and this is 
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again a personal viewpoint -- that over-shadowing 
this whole subject is the great number of young 
people who are coming on to the labour market in the 
next few years. I think it is taken for granted that 
most of them have to be absorbed by the manufacturing 
industry if they are to have gainful employment. 

COMMISSIONER GIBSON: Manufacturing and 
services, 

MR, DOBBIE: Yes. I think we should begin 
looking for the answers as to just how industry is 
going to absorb these people. Getting back to your 
first question, I personally would put economic growth 
first in this list in paragraph 5 because I hate 
to think of the consequences from the social aspect, 
from the political aspect, or from any aspect from 
which you wish to look at it, if these people are 
not employed. 

COMMISSIONER GIBSON: What are the most’ 
important policies we should pursue in regard to 
this? I do not want to tie you down as to the 
techniques, but are they tax reduction policies; 
are they government expenditure policies; are they 
monetary policies; or are they selective efforts 
to stimulate industry in certain directions? What 
directions are you thinking of? 

MR. DOBBIE: In our opinion, sir, the 
recommendations are‘made in Nos. 4, 5 and 8. I am 
Speaking from memory now --- 


COMMISSLONER GIBSON: Your emphasis is 


on taxation. 
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MR. DOBBIE: Yes, Recommendation No. 4, 
Recommendation 5 and to a certain extent Recommendation 
No. 8, but Recommendations 4 and 5 go to the heart 

of it. This is something that we can see concretely 
that would help manufacturing. oe 

COMMISSIONER GIBSON: In looking at this 
complicated Canadian economy, and thinking in terms 
of appropriate economic policies, may I say that 
we heard the other day from a Swedish economist, 

Dr. Lundberg. We heard of how they do things in 
Sweden. They do quite a lot in this direction there. 
They have a national wage policy, or a wage policy 
which is being hammered out between industry and 

the labour unions so that it has become almost 

a national policy. But, with all of the direct 
measures that they use he says that one of the basic 
principles is to.keep.an open door to foreign 
competition. He said that.that is-a very,impertant 
factor in.the high rate of growth of the Swedish 
economy during the last four or five years. 

THE CHAIRMAN: They do not believe in 
protection. 

COMMISSIONER MACKINTOSH: I think you 
should add to that also that these measures are 
accepted fully by Swedish labour, 

MR. DOBBIE: But relative to what? How 
much do they spend per capita on imports at the 
present time compared to what Canada spends? 
COMMISSIONER GIBSON: I do not know, but 


they spend a lot. It isa high import country. 
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COMMISSIONER BROWN: They export the same 
percentage of Gross National Product as we do. . 

MR. WILLS: Have they had an adverse 
balance of trade over the years? 

COMMISSIONER GIBSON: They manage their 
affairs so that they do not. They are not great 
importers of capital. 

MR, FLYNN: I wonder if they have as high 
a per capita importation of consumer goods as this 
country has. 

COMMISSIONER GIBSON: I do not know, 

What do you think of this policy? 

MR. COLLINGE: It has worked well in 
Sweden, 

THE CHAIRMAN: They also have an inflation 
of 4 per cent a year, and the wage rates increase 
by 7 per cent per year. 

MR. COLLINGE: I think Commissioner 
Gibson asked his question the wrong way round. The 
real question is: Is the Canadian genius adequate 
to cope with this problem? 

COMMISSIONER GIBSON: That is making it 
pretty broad. No, I was thinking specifically 
of what do you think a fairly open approach is from 
the standpoint of a Canadian manufacturer, 

MR. THOMPSON: There is the fact that we 
have such large amounts of imported goods coming 
into Canada. Is not that indicative of the fact 


that we do have an open door policy towards imports? 


COMMISSIONER GIBSON: No, it is indicative of 
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the fact that we import a great deal. 

MR. THOMPSON: Those goods would not be 
coming in unless there was a market. 

MR. COLLINGE: Could I comment that in 
the years of expansion after 1946 Canada decided 
to put her available capital into things that.she 
knew, such as agriculture and pulp and paper. We 
are in a position today where we have more than 
enough of all these facilities. If cheap money 
or any other device merely makes us expand those 
facilities further then we are in deeper water. The 
problem is to get it channelled into new things that 
we need, and no aspect of fiscal policy will do 
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COMMMSSIONER GIBSON: But what I am getting 
at is this, sir, this is an objective we all agree 
with. What is the best kind of broad approach 
to reach this kind of objective? We are talking 
about our fiscal policies and our monetary policies, 
and the relation of these things one to the other, 
Which are the important things, and where do we 
put the emphasis? 

MR. ROTHWELL: Have not they been solved, 
in part, by the combination you referred to in 
Sweden, the inflation of 4 per cent per annum and 
the open-door policy, and so on? Obviously, they 
must have a combination by which the inflation in 
prices of these keeps the secondary manufacturing 
going to some degree in Sweden in the face of 
an open-door policy. I think you would have to take 
that whole thing and work out the circumstances 
of the combination that makes this thing tick, 

COMMISSIONER GIBSON: I am not asking 
you to comment on the Swedish position. 

THE CHAIRMAN: There are also other 
factors which make it different. 

MR. ROTHWELL: I think it is unquestionably 
desirable that we manufacture as much as possible 
in Canada and that we encourage this domestic 
operation and create jobs, and so on, If the open- 
door policy results in this diminishing then, of 
course, we are creating domestic problems, Some 
industries in Canada would stand up very well to 


an open-door competition and some, I think, would 
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go under in an awful hurry. Sweden, perhaps, is 
not blessed or cursed by the large neighbour we 
have and the large manufacturing capacity that 
Lies across, our, border, ..Ls that.so? 

COMMISSIONER GIBSON: It is pretty close 
to Germany and Britain. 


MR. ROTHWELL: Transportation costs in 


Canada are a very big factor in our economy. You 

gentlemen will know that more than I do. I do not 

know how to answer your question myself, 
COMMISSIONER GIBSON: Let us go on to 


the -foreign.exchange:policy. 


THE CHAIRMAN: Before you leave that, 
it seems to me that sometimes we focus our attention 
on techniques of monetary policy and the money supply, 
and policies of that kind, and forget the very obvious 
thing, and that is that at the present.time we 


are undergoing a state where there has been a weakness 


in demand -- that is, real demand. You have mentioned 
that in your brief. 

Comparing Sweden again, we are told 
that in Sweden the demand has been very strong 
throughout those years, which gives the whole economy 
a backbone. But if demand weakens it may be that 
some of these techniques and policies, if applied, 
may have much less effect than you might expect. 
The big problem is one that involves, perhaps, 
a change of structure in our economy which will 
have to be met by industry in some way, to provide 


means of falling in with the structural changes that 
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are going on. They are very basic, it seems to me, 
and not entirely monetary. Some means of stimulating 
demand -- and that is in the real world and not in 
the world of theory -- that is the problem. 

MR. COLLINGE: The problem is to make 
a new thing that we can sell. 

THE CHAIRMAN: In connection with that, 
if you can devise some new products for which you 
can stimulate a real and big demand, that increases 
productivity and growth. 

COMMISSIONER GIBSON: Could I ask a few 
questions about foreign exchange policy, Mr. Chairman? 

THE CHAIRMAN: Yes, do. 

COMMISSIONER GIBSON: You have a table 
in your survey on foreign exchange rates, and asked 
a number of questions of the respondents as to their 
attitude to the recent change in exchange policy, 
or the change that occurred up to May end, and then 
when the fixed rate was announced you separated it. 
This shows quite a few of your respondents are really 
interested and have some positive ideas about what 
they are going to do with the lower rate of exchange, 
I do not know whether I am interpreting this correctly, 
but some of the replies are a small proportion of 
the total. On the other hand, you are asking them 
fairly positive things -- whether it will increase 
their export sales, whether they will be able to 
improve their competitive position in Canada, 
How do you regard this survey? Are you encouraged 


by what you find here? 
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MR. KEAVENEY: AS you are aware, this 
Survey was conducted at a fairly critical time, 
and the answers we received were during a period 
just shortly after the dollar was pegged in May. 
Accordingly, one does have to take that into account 
in assessing the answers, because it could well have 
been too early after the devaluation took place 
for any kind of a definite pattern to show up. 

However, if I could refer to some of the 
questions, it may help to answer these points you 
have raised. I think that, first of all, in considering 
the number of replies in the affirmative to any of 
the questions, the important thing is not that the 
number of replies might have been small in number 
but what they might have meant in terms of employment 
for the companies. involved. For instance, in one 
of the questions, No. 3, we asked: "Are you now 
making or contemplating making new products in 
Canada which because of competition would not have 
been possible before the depreciation of the Canadian 
dollar?" Of some 500 replies only some 17 per cent, 
65, said “yes”, 

First of all, it might have been too early 
after the change in rate for people to have made up 
their minds to go ahead with any new production to 
replace products previously imported. | But speaking 
for my company, John Inglis, we have over the last 
year taken over the manufacturing of a product 
previously imported where there is a very significant 


dollar value involved, generating a fair amount of 
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employment. I do feel this change in the dollar rate 
can lead to some stimulation of additional employment 
in Canada. 

COMMISSIONER GIBSON: If 17 per cent replied 
they are going to do something as far back as May, 
that is a sizeable number. Of course, you do not 
know what they are going to do, but a new product 
is a specific thing. 

MR. KEAVENEY: My point is it could well 
be considerably more than that. 

MR. WILLS: The chances are that 100 per 
cent would not have an exportable product anyway, 
sol per.cent is quite high. 

MR. ROTHWELL: I think the impact of the 
change in the rate has been developing subsequent 
to this survey. I am constantly hearing now of 
products being made in Canada which were not made here 
six or eight months ago, and which are made possible 
by the present exchange rate. 

COMMISSIONER GIBSON: You view this as 
a major push in Canadian manufacturing, this change 


of rate? 


MR. ROTHWELL: Yes. 

MR. KEAVENEY: I would say it will be a 
significant factor and, of course, the position has — 
been emphasized by the introduction of the duty 
surcharges in June, which is a move in the same 
general direction. Nevertheless,despite this, 


Canadian manufacturers are still faced with pretty 
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serious problems when it comes to competing with 
imported products from the United States, where their 
production runs so very much larger than ours. In 
Several cases I would expect these things in themselves 
would not rectify the whole position, but I do believe 
they will make a sizeable contribution, 

COMMISSIONER GIBSON: This is, after all, 

a citierence of 10 or le per Gent. compared with 
one and a half or two years ago? 

MR. KEAVENEY: Yes, and it has a very 
sizeable cumulative effect when you take into account 
the effect: of: the. ratecon duty and sahes taxes, 
and so on. 

COMMISSIONER GIBSON: I am wondering about 
the comments on a flexible versus a fixed rate, 

MR. KEAVENEY: Yes. 

COMMISSIONER GIBSON: Do you take these 
replies seriously? I wondered, in looking at them, 
if some people were really saying they were in favour 
of a lower rate rather than a fixed rate, because 
the lower rate is associated with the fixed rate, 

MR. KEAVENEY: I think that there the figures 
to look at are the comparison of "yes's" and "nob". 
There is a large body with no strong opinion, I think, 
in considering the pegged rate, one does have to 
take into account the position of a manufacturer 
who might have in mind an expansion programme of some 
kind. Over the last several years there have been 
some pretty marked fluctuations in exchange rate. 
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production of a particular product which has been 
imported in the past, as far as duty rates have been 
concerned he has been aware what they were and that 
they were not liable to change very much. But 
several or us certainly feel-a’ Piuctuating rate 
does create quite a considerable air of uncertainty 
which is not conducive to proceeding with plans for 
expansion in Canada. I also think that this relates 
right into the area of cost where with the pegged rate 
at-least.you.are able to eepenieae your costs accurately; 
and, Similarly, as far as receipts from sales in the 
case of exports are concerned, you do know what your 
receipts are going to be. 

COMMISSIONER GIBSON: This is true. 
But, pakterecalls.iwe have had a period since 1950 of 
a free rate, and I do not remember such a lot of 
complaints about it, except in the last few years, 
when the free rate was a pretty high one and people 
were particularly complaining about how high it was, 
Do you think it is really the objection to fluctuation 
rather than the height that people are complaining 
about? 

MR, KEAVENEY: I think it would be difficult 
to say yes specifically to that, Mr. Gibson. 

I think -- going back to the first. point 
you made -- you wondered whether or not the answer 
was influenced to some considerable extent because 
it was a discount. I do think it could well be 
possible that people answering this in the affirmative 


were considering the benefits they themselves might 
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gain because they were now in a better position to 
compete, 

MR. COLLINGE: There is another side to the 
exchange rate which might not be widely recognized. 
In some areas of Canada's business, where there is 
over-production right throughout the world, the 
exchange rate decrease has not had the effect of 
causing the credit to be depreciated or the American 
dollar, but it has had the net effect of causing 
price decreases... So, at least for some sections of 
the economy, it has no benefit and it 1s not a 
protective device. 

COMMISSIONER GIBSON: These price decreases 
would not have occurred if the exchange rate had 
not been reduced? 

MR. COLLINGE: There is a suspicion 
that Canada, in some fields, can dominate the world 
Price. 

COMMISSIONER GIBSON: I can think of several 
examples, but they are major world commodities, and 
it is possible they would have gone down anyhow. 

MR. COLLINGE: It is conceivable, but perhaps 
not so much and not so vigorously. 

MR, KEAVENEY: Certainly so far as domestic 
selling prices are concerned, I cannot see any trend 
generally other than an upward adjustment of prices, 
because quite a substantial proportion of our total 
cost of manufacturing is represented by imported 


products, 


If I could touch on another point in this, 
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relating to the question of the increase in 

domestic sales, and also go back to the point you 
raised earlier regarding competition from imports, 

I think you did ask what our view was on competition -- 
in favour of any competition or no competition. 

I certainly think that Canadian manufacturers are 

not looking to having insurmountable tariff barriers 
put around them. I merely mention this because it 
relates to the matter of increase in domestic sales, 
where I do feel that as a result of the decrease 

in the value of the Canadian dollar the opportunities 
of Canadian manufacturers who have been in production 
in various products over the last few years -- they 
are gaining quite a consierably greater share of 

the national market, and the opportunities are 
certainly there, 

In our business, in one, group of 
products, in 1960-61,27 per cent of the total 
Canadian national market for these products was imported 
from the United States. Whilst it is too early to 
say yet that we will be able to replace those imports 
to any significant extent, I do think there are signs 
that Canadian manufacturers themselves are going to 
be able to take a larger share in that market. 

COMMISSIONER GIBSON: Are there any more 
questions the other Commissioners might like to 
ask in this sphere?, If not, I would like to go on 
to the question of your responses to monetary policy, 
the response of the manufacturing industries to 


monetary policy. We have had some evidence in your 
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brief in this regard. Table I gives the results of 

a survey in which you asked: "Which of the following 
general economic conditions in the country have most 
influenced your decisions to undertake capital 
expenditures during the post-war period?" The three 
conditions are: "Fluctuations of interest rates; 
tight money during certain periods; depreciation 
rates permitted under the Income Tax Act," 

Frankly, I do not find this table very 
illuminating because there is no distinction between 
whether or not you are talking about an expansion 
2 Capital expenditures or a contraction “in capivaL 
expenditures; and it leaves out what I have heard 
some of you say is a most important factor -- that 
is, the expected return on capital expenditures. 

So, I am a little puzzled about what this table actually 
shows, 

MR. POTTER: Well, it is true it does leave 
out the expectation of profit as an influence on 
manufacturers. A number of manufacturers wrote in 
below that they had not marked any of these because 
the chief factor wasthe ability to sell a product 
at a profit or their need to build a new plant. So, 
it gives rather limited information on their decisions. 
It does seem to show they figure their cash position 
influences their investment decisions more than these 
considerations which arise from monetary policy. 

That would seem to be a definite conclusion from 
it. That is not a very broad conclusion and it does 


not wipe out some other consideratins. 
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COMMISSIONER GIBSON: One of the difficulties 
I have is, how does tight money check expenditures 
in the economy? I have not really got much light 
on this because you are really asking a sort of 
general question about decisions on capital expenditures, 
Your Table 3 does indicate that in the two periods 
when money was particularly tight recently. -- 1956 
and 1959 -- the tightness of bank credit did have some 
effect -- although, here again, it is stated so 
generally: “Did your firm have difficulty in obtaining 
desired bank credit in 1956 or 19592" As one who 
knows something about one aspect of this business, 
most people would like a little more credit than they 
are getting, particularly when money is tight. It 
seems to me it is such a general question that I am 


wondering what is the reliability of the results. 
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1 MR. POTTER: There was a further question 

2 asked: "If so, please comment? Was the line of 

3 credit reduced? Was an increase in the line refused? Where 
4\else did you obtain the money? How much did it cost?" 

5 This second question was included at the 

6 Suggestion of the Commission staff, and the answers 

7 to that are available, but are not compiled at this 

8 time because they did not bear directly on recommendation 
9 in our brief. But many firms did indicate what they 
10 did in terms of where else they went for money. I 

11 can think of a few instances where they discontinued 
12 plans for expansion. 

13 COMMISSIONER GIBSON: This is what we would 
14 like to get at. Could you give us some opinions as 
15 to the relative importance? Let us take a period 

16 when money is tight and there is an endeavour on the 
17 part of the monetary authorities to restrict expendi- 
18 tures, And also as to what happens when money is 

19 easier, when we have lower interest rates and a great 
20 deal of credit availability - what is its effect on 

21 expenditures? 

22 MR. THOMPSON: We have developed some very 
23 general views; I doubt if they are specific enough 

24 to be of any help. However, I only state it in very 
25 broad general terms, as we see the problem. 

26 I am speaking only of one facet, not so 

27 much of tight money, although tight money does mean 

28 higher interest rates. The question was, to what 

29 extent does high interest rates affect capital invest- 


30 ment? The first thing we felt we would have to conside 
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1s what we discussed at an earlier time, the types of 
capital investment we are talking about. 

If we are talking about capital investment 
generated from your own internal funds, the general 
level of interest rates will not have too much effect 
on investment decisions. It goes without question 
that if interest rates were 10 per cent or 12 per cent 
and we could lend money at that rate, it would certainly 
be an inhibiting factor towards investing money in your own 
business. But we are not talking about such extremes, 
In ordinary circumstances, with what we call high rates, 
7 or 8 per cent, we would think that for the investment 
of your own internally generated funds high interest 
rates do not have too much effect on your investment 
decisions. 

We have to define what we mean by high levels 
of interest rates, and we feel that an area of 5 or 6 per 
cent is fairly well accepted, and that interest rates 
in that area do not very much affect investment 
decisions. When there is a small fluctuation of, say, 

4 to 44 per cent, or 5 to 53 per cent, or 6, those 
are not factors which influence investment decisions. 

COMMISSIONER GIBSON: You are talking about 
investment money over long terms? 

MR. THOMPSON: Yes, I am talking about 
capital investments. 

When you get an interest rate higher than 
6 per cent we feel that that is a deterrent to capital 


investment. We qualify that again by thinking in terms 


of types of companies. 
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We have covered this ground before, but if 
you are a small company, having difficulty obtaining 
funds, you are willing to pay any price in order to 
remain in business or to get the funds you want. But 
the larger companies who are capably financed, to them 
the higher interest rates will have a deterring effect 
upon their investment decisions. The higher thé interes 
rate, the lower the rate on your equity stock. i 
you had an interest rate high enough, it could absorb 
all your profit and there would be nothing left. Under 
those conditions, the decision would be self-evident - 
you would not make an investment decision under those 
conditions. 

COMMISSIONER GIBSON: So, you might at times 
postpone a capital expansion programme because the cost 
of it would cut far into the dividends and make it 
uninteresting. 

MR. THOMPSON: It would reduce the rate on 
your equity, and it would not be considered satisfactory. 
It would have a depreciating affect on the value of 
your equity stock. The equity stock would have to 
give a higher return; you would not be inclined to 
sell your equity stock in competition with high money 
rates. 

COMMISSIONER GIBSON: Not if the equity stock 
was strong at the time. 

MR. THOMPSON: Is it possible that you would 
have strong equity stock, if you had high rates - ? 
COMMISSIONER GIBSON: Yes, it is possible. 


MR. THOMPSON: Again, you would have to decide 
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what you would be getting for your equity stock. But 
that situation is unusual. 

COMMISSIONER GIBSON: We had this in 1959 -- 
a very strong stock market and high interest rates. 

MR, THOMPSON: We had interest rates running 
to 6 per cent or 63, but we did not get into 7 or 8 per 
cent rate. So, we have given a rough yardstick here of 
an area of 5 or 6 per cent, but anything beyond that 
does have an effect on capital investment. 

There..is, one;side issue, and.that is that 
the higher. the cost of the money the more it costs 
to finance instalment sales, such as housing, auto- 
mobiles, electrical appliances, and.all the variety 
of. products. that. are now sold. _We feel that to some 
extent very high carrying charges would also be a 
deterrent to the distribution of goods, and that would 
back up to the manufacturer where he would not be able 
to. produce his product. That condition would be a 
Side effect..of high interest. 

I think in general that is a fair summary 
of our thinking. 

COMMISSIONER GIBSON: The effectiveness of 
interest rates, I take it, would vary with interest, 
capital, labour and profit? 

MR, THOMPSON: Yes. 

COMMISSIONER GIBSON: The bigger the capital 
content, the more effective the rate of interest? 

MR. THOMPSON: Yes. In an industry with 
heavy capital investment it would be a greater deterrent 


than it would be to a secondary manufacturer who did not 
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have a high capital component. 

COMMISSIONER GIBSON: Is it that the interest 
rate has gone up, or is it possibly that people expect 
it to stay up, or to go higher, that is the most importan 
factor in that picture? 

MR. THOMPSON: I think the first concern 
would be if our interest rate approached a figure above 
6 or 7 per cent, it would be on the basis of deferment - 
to wait and see how long it stays that high. If the 
project period continued and it remained high, we would 
aceept- it’ as a’fact of life and try to learn to live 
with it. 

COMMISSIONER GIBSON: If the interest rate 
was 5 per cent and people expected it to go a good 
deal higher and expected a tight money policy to set 
in, would they rush in and get money while the going 
was good, or would they say, "Money is going to be more 
expensive - we will hang on". 

MR. THOMPSON: I think today if a company 
with good management felt there was good prospect for 
capital two or three years hence, and the money market 
was favourable, and it felt the interest rate was 

going to rise, the company would finance ahead. 

COMMISSIONER GIBSON: And in that way it would 
get pushed higher. 

MR. THOMPSON: Yes, if everybody did that. 

COMMISSIONER GIBSON: And how about the 
availability question? In the two periods of tight 
money we had in recent times - 1955-1956 and 1959 - some 


questions have been raised about how available the money 
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was, particularly bank credit. Has this had a significant 
effect on business decisions? 

MR. THOMPSON: We think that again depends 
largely upon the size of the organization. We don't 
think the availability of money is a factor with major 
corporations. It definitely has an effect on medium 


and smaller companies, I believe. i don't think there 


is any corporation of a national character that has 
postponed any project that it really wanted to do 
because it was unable to get its funds. L .would. be 


surprised if ;that were so. 


MR. COLLINGE: Are we not begging a deeper 
question? Apart from the special cases we talk about 


where funds were available from the company’s earnings, 


and in one or two special cases where raw material 
was being secured, such as in the Ungava iron ore 
deposits, I don't know of any decision that has to 
do with major development that has not been based on 
an expected return of capital. The day when the 
expected return on the capital is less than the 
interest rate, you don't do anything. 

MR. THOMPSON: We said that by impitSation, 
that if your interest rate, per se, went up to such 


an extent that it absorbed all of your profit and left 


nothing for equity, there would be no 
investment. It becomes a matter-of degree. If 
it goes up to 8 per\cent, it might wipe out a portion 
or all of your equity return. There is a balance factor 


there which the individual company would have to look 


for. That could be balanced against its traditional 
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MR. COLLINGE: Do we not basically use borrowed 
money to increase the risk of profit and loss on equity 
capital? Is that not our basic philosophy? 

MR. THOMPSON: When you borrow money to put 
into capital investment you look at what you will have 
to pay for that money, and what is left over is your profit, 
and that is what you are going to get; it is the return 
that will be related to your equity capital. 

MR. COLLINGE: But whether you borrow much 
or little depends on the expected return on equity stock. 
This. is.a basic controlling factor. 

COMMISSIONER GIBSON: Presumably the bigger the 
capital investment the closer the calculation between 
what the money is going to cost and what the expected 
return is? 

MR. THOMPSON: And that what is left over would 
give a satisfactory earnings ratio for your stock. 

COMMISSIONER GIBSON: On the other hand, many 
investment decisions are made with a fairly decent margin 
between these two facts - their forecast. 

MR. THOMPSON: That is your safety factor. 

COMMISSIONER BROWN: That is, this 14 per cent 
to 20 per cent that you discussed earlier? 

MR. THOMPSON: They don't always materialize, 
but you start out with high expectations. 

COMMISSIONER BROWN: On this very point, if you 
are estimating at 20 per cent -- 

MR. ROTHWELL: That is 20 per cent before tax. 


COMMISSIONER BROWN: Before tax? 
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1 MR. ROTHWELL: Yes. 

2 COMMISSIONER BROWN: How much difference is 
3 there between that and 6 or 8 per cent interest rate? 

4 MR. ROTHWELL: It might be enough to wipe 

5 it out. Business will only expand and make these 

6 investments for one purpose, and that is to earn a 

7 profit. The expected profit is the result of the 

8 calculation of the various factors - all the cost factors 
9 as against the income factors. The interest rate is 
10 ene@cost factor in that’ picture, and it could-be~ that 
11 many of these projects are margin projects; some of 

12 them offer great apparent rewards and some offer rather 
13 low apparent rewards. For everything that pushes up 
14 cost just one more notch, it will cut off some of these 
15 marginal undertakings. So, no one can say with 

16 certainty that~a change of one per cent in the interest 
17 rate will, of itself, inhibit’ capital spending; yet 

18 we do know it will automatically cut out some marginal 
19 projects and therefore reduce capital spending to some 


20 extent. 


21 COMMISSIONER GIBSON: Or lead to postponement. 
22 MR. THOMPSON: Dealing with simpde figures - 
23 and business is never quite as simple as this - assuming 
24 you want 20 per cent, you go and borrow for this project 
25 at 6 per cent. That leaves you 14 per cent, or after 

26 tax, 7 per cent. If your objective earnings on your 


at capital is 10 per cent you might say that is a dilution 


28|| of the earnings and refuse to go ahead with the project 


29 under those conditions. 
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nigh interest rate would be reinforced, if not doubled, 
in addition to the interest rate being high you 

had reason to expect that in eighteen months it would 
be considerably lower? 

MR. ROTHWELL: That is correct. 

MR. THOMPSON: I think I said earlier that 
we are accustomed to a 5 or 6 per cent relative cost 
of money, and I don't think that the difference between 
6 per cent or 6% per cent would deter too many business 
judgments. But if it got into an area of 7 or 8 per 
cent, I think it would cause a postponement of decisions 
until one was quite sure that the rate was a firm one. 
If the indications at that point establish it as the 
new interest rate level, you would have to accept 
it as an additional cost of doing business and learn 
to live with it. 

COMMISSIONER GIBSON: If you thought this 
was a temporary situation you would be apt to post- 
pone the project and look into it as soon as the 
interest rate went down. 

MR. THOMPSON: That is right. 

COMMISSIONER GIBSON: This leads to the 
questinn of how it works the other way, when interest 
rates decline. Would you care to say a word about 
that? 

MR. THOMPSON: I think it would produce 
a more favourable climate for investment, and provided 
the business opportunities were there and money could 
be obtained on reasonable terms, it would be a factor 


for determining a decision to go ahead. 
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COMMISSIONER GIBSON: You said, provided 
business opportunities are there. It is not a big 
enough factor in itself? 

MR. THOMPSON: In itself it would be a factor. 
Yoi must not feel that these decisions are made basically 
on this one point alone. It would only be considered 
as one element in a decision. 

COMMISSIONER GIBSON: If you had postponement 
in a boom time because of high interest rates, a 
decline might bring new expenditures in fairly rapidly? 

MR. ROTHWELL: That is correct. 

COMMISSIONER GIBSON: How about inventories? 
What effect would the interest rate have on inventories? 

MR. THOMPSON: It has a definite effect. 

It is going to cost more if you have to borrow. money 
to carry inventory andaccounts receivable. You 
might hold back on that, because of the high cost 
ofiscarrying it from an interest point of view. ...L. 
believe it would have a bearing on the accumulation 
of inventories. 

COMMISSIONER GIBSON: When you say money 
is tight, and it is noised about that money is 
tightening up, do businessmen take that as a signal 
that maybe it would be a good idea to cut their 
inventories back a little? 

MR. WILLS: Yes, and in doing so you would 
release funds that: might otherwise have to be borrowed 
in times of high interest rates. 


COMMISSIONER GIBSON: It is not just to save 


the interest cost. Is it not a signal, indicating a 
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note of caution, that the high interest would indicate 
a slowing down. 

MR. WILLS: I think it would. 

MR. ROTHWELL: I think it is true that a 
well managed business should try to get by with the 
minimum effective inventory. If inventory can 
be reduced significantly, the implication is that the 
inventory was not well managed in the first place. 

You will find a very considerable difference between 
companies in the way they manage inventories. In our 
company it gets a great deal of attention. Our purpose 
is to squeeze out all the cash we can get from it; 

the cash that is lying in inventory doesn't do a thing 
fOr ius. 

I don't think high interest rate would of 
itself affect the inventory in our company. On the 
other hand, if a high interest rate indicates. or 
leads to a slowing down in the economy, and that means 
Slowing down in our production, that is a signal that 
we must cut our inventory as quickly as possible. We 
are in an industry that requires high inventories 
because we cut wood months and months in advance of 
converting it into paper, and if we have to slow down 
in our rate of sales we are stuck with high inventories. 
We will cut it as quickly as we can. 

COMMISSIONER GIBSON: You are looking for 
Signals. 

MR.ROTHWELL: Yes. 

COMMISSIONER GIBSON: What signals do you 


particularly look for, the monetary signal? 
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MR. ROTHWELL: We read them all. We sit 
around the table and discuss situations, and sometimes 
we are very wrong. 
MR. WILLS: I think this matter of inventory 
has a further complication, Mr. Gibson. In times of 
high money, when you tend to reduce your inventory 


tot dmee capital, it has an influence on employment. 
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Many of our businesses are seasonal; our own 
particular business. is quite seasonal, but we try 

to work on © balancing labour out for twelve months 
of the year. In other words, we don't sell as many 
devices in the first six months, but we produce 

as many aS we do in the last six months. If you 
attempt to reduce your inventory and if it becomes 
that essential to you, you will get into work 
schedules when you are building up and then you will 
be laying off people, so it does have a bearing on 
your conditions. 

MR.THOMPSON: That is true, I think, for a 
number of companies who produce this item off the 
shelf,,.and they try to level off production and keep 
a normal level and will accumulate for this period. 

There is one effect of interest rates, 
and that is that it does at times pose a problem 
for the relationship between the manufacturer and 
the distributor. The distributor wants the manufacturer 
to carry as large a load as he can, and if interest 
rates are high he may forget to pay the bank and that 
puts the burden back on the manufacturer to carry 
the account. However, thats. aiside. efifectwand 
maybe is not germane to the discussion. 

COMMISSIONER LEMAN: Mr. Gibson asked you 
what do you think in general would be-the result of. 
an inventory policy’ when higher interest rates came 
about. Suppose higher interest rates came about 
which were induced by the monetary authority; that 


might very well happen at a time when demand is high 
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and is pushing on supplying, having a lot of 
manufacturers and others acting in exactly the other 
way, feeling that this was a time when deliveries 
were bad and it would be difficult to get raw 
materials or manufactured products, and would react 
just the other way and with high inventories despite 
the high interest rates, 

MR. COLLINGE: Yes. 

COMMISSIONER LEMAN: So is it easy to 
generalize on this? 

MR, THOMPSON: I think; “relating !It “to 
what your inventory situation would be in the light 
of high or low interest rates, you can only: generalize 
it broadly and it may be questionable whether that 
has much meaning; so much would depend on your 
manufacturer and your indstury, the type of business 
you are in and the conditions under which you are 
producing. 

COMMISSIONER LEMAN:. Mr. Gibson was asking 
what you looked at as indicators. Do you generally 
look at what you think the demand position 
will be rather than the interest rates ts 

MR. THOMPSON: You certainly look first 
of all at what is your market, what are your marketing 
plans and how do you expect to participate in these 
plans, and you prepare your inventory accordingly, 
and I think the second consideration would be -- 

I don't think it would be the first consideration -- 
the general nervousness about the whole situation, 


coupled with high interest rates. 
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COMMISSIONER LEMAN: As a related point 
that falls along the same line, your brief points out 
that trade credit is a very large segment of the 
total funds used by manufacturing, and you prove 
that by giving some figures. Certainly your 
receivables are above bank loans, and I was wondering 
if you could tell us why, in fact; maybe this is 
a case where small business comes into its own. 
Apparently at a time of tight money trade receivables 
tend to go up. Is this a time when small businesses 
manage to get a lot more credit from large businesses, 
is:that #he.effect.of.1%? 

MR. THOMPSON: I think again it would depend 
upon the industry. If he is a manufacturer and has 
a distribution system, he has to supply his distributors 
and I think he would be highly embarrassed by the 
distributors falling back on him as a means of credit, 
but the manufacturer -- often his only source of 
materials, which is his principal form of trade credit, 
might be from importing materials, purchasing the 
basic raw materials, and I don't think in these 
purchases ofbasic materials a manufacturer would 
lean too heavily on his primary source of supply; 
not to the extent that you have in distribution. 

MR. KEAVENEY: You mentioned would a period 
of tight money and high interest rates be reflected. 
in more receivables. being outstanding and would the 
reverse be true were conditions otherwise. This is 
true, but when conditions do change back you never 


get back to the same position you were in before. 
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Going back some six years to 1956, the 
first period of tight money, many manufacturers 
Supplying distributors in the retail trade had an 
average number of 55 days in receivables outstanding. 
This lengthened to 65 days. 

Now, in our case our standard terms of 
payment are 30 days and several of our larger customers, 
who are financially stable, adhere to these terms. 

Many other customers who, nevertheless, account for 
a large part of our volume, take advantage of every 
day they can get and this has become really a competitive 
factor. There is nothing you can do about it. Other 
companies in the business are doing exactly the same 
thing and the number of days' receivables outstanding 
lengthens all the time and a lot,in fact, is outstanding. 
The customers are leaning on their suppliers instead 

had 
of the bank and this has/a very marked effect, I feel, 
over the last few years on the working capital 
requirements of manufacturers. They have to have 
more working capital and, in addition, they have 
been faced with additional cost factors because of 
higher interest charges. 

COMMISSIONER LEMAN: Once they have learned 
to lean on their suppliers you can't take them back 
into the banks? 

MR. KEAVENEY: To a very slight degree only. 
There are measures you can take, but you could 
certainly never get them back to the position you 
enjoyed before. 


There is a related sphere which I would like 
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to mention. What we talk about is trade credit 

and what your customers owe you. I would like to 
refer to a parallel field where manufacturers 

engage in the manufacture of heavy capital equipment 
or custom built equipment, It is the usual pattern 
for a manufacturer to receive progress payments. 

Now, five or six years ago it was quite 
customary to receive some payment during the course 
of manufacture, even on an order for $20,000 or 
$30,000 where the order covered a particular piece 
of custom built equipment. 

Conditions have been so difficult for some, 
and I refer particularly to the smaller utilities 
and municipalities, that now it is not at all unusual 
to take an order for $80,000 or $100,000, which isn't 
que for delivery for six or nine months, and you 
get no payment at all until 30 days after the equipment 
has been delivered, and this change in pattern of. 
progress payments to a more unsatisfactory pattern-- 
as far as the manufacturer is concerned -- has 
had a very marked effect on the amount of working 
capital these manufacturers have had to find. 

I think also that a continuation of this 
could conceivably result in perhaps some of the smaller 
manufacturers making this type of equipment being 
precluded from a section of the market or being 
limited in the number of jobs that they could bid 
on because they just might not have the over-all 
financial strength to carry this kind of thing. 
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guestion which I would like to try on you, and this 
is a question on how you feel about your liquidity, 
about your attitude towards spending and when you 
are in debt and out of debt. In other words, do 
you feel that your liquidity is impaired when you 
have substantial bank loans or substantial loans 
from the short-term money market; would this be a 
factor hanging over you and bringing you to the stage 
of not going ahead too fast? 

MR. ROTHWELL: I am not so sure I fully 
understand the question. 

COMMISSIONER GIBSON: Let me develop it 
a little more. 

MR. ROTHWELL: Yes. 

COMMISSIONER GIBSON: We are inferested 
in the things that lead businessmen to go ahead and 
spend money for capital purposes, or to defer such 
spending, and one of the things that is supposed 
to have an effect on his attitude is his state of 
liquidity; is he in a reasonably liquid position 
or is he not? You are in a reasonably liquid position 
where you have a good balance at the bank and maybe 
have some money out on the short-term market, but 
you are not in such a liquid position if you owe 
the bank a lot of money and possibly borrowing heavily 
on the long-term. What we are interested in knowing 
is how attitudes towards spending change with varying 
degrees of liquidity? 
MR. ROTHWELL: Thank you. I think the 


answer to that, of course, is the answer in business 
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philosophy and which is going to vary from company 
to company. 

I can name all sorts of big companies 
that carry as a usual course substantial bank loans, 
There are all sorts of companies that carry substantial 
debt and don't worry about it, and there are other 
companies that are debt free, companies that seldom 
carry big loans. 

In our own particular company we have 
had a bit of an unfortunate history some years ago 
and we like to stay liquid, perhaps for this reason 
alone, and we don't generally borrow from the 
bank. We don't make our banker too happy! 

COMMISSIONER GIBSON: Sometimes you 
do. 

MR, ROTHWELL: Yes, I suppose sometimes 
we do. We hold it in reserve. At the moment I guess 
they are quite happy. This is a business philosophy 
which you are asking for and it certainly differs 
from company to company. Again I think we are always 
back to the one motive, which is profitability. If 
the earnings from a venture are there, most companies 
will put up with debt and will put up with bank 
loans and other things if the project has a sufficient 
return or sufficient attraction. 

COMMISSIONER GIBSON: We recognize that, 
but given a good profitable prospect, two firms -- 
one that is highly liquid and the other that is 
pretty substantially in debt -- their attitude will 


be a little different? 
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MR, ROTHWELL: Not necessarily; that will 
depend on the philosophy of the company because a 
company already substantially in debt has probably 
got that way by seizing upon these wonderful opportunities 
and the seizing upon one more and the taking on of 
some more debts probably will not disturb them a bit. 

COMMISSIONER GIBSON: Doesn't he reach 
the point where he gets a little nervous and says --- 

MR. ROTHWELL: Yes, there must be such 
a point, but you have to really get down to the 
individual company because again there may be some 
other company that is very. comfortable, it, is.ldiguid, 
it is comfortable and likes it that way and it will 
pass up an opportunity only because it doesn't want 
to get in debt of any kind, it prefers to stay 
liquid. 

COMMISSIONER GIBSON: There are these 
marked differences between companies which arise 
out of their historical background and the attitude 
of their senior officers, and so on; still at 
any given time businesses become more or less liquid, 
and when they become less liquid these decisions 
tend to be checked? 

MR, ROTHWELL: I think that is broadly 
true. 

COMMISSIONER GIBSON: If it is a firm 
that is pretty illiquid maybe there is a point beyond 
which it doesn't want to go? 

MR. ROTHWELL: I believe that is true. 


I think that the condition of the company would 
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have some bearing. 

COMMISSIONER GIBSON: Would anybody else 
like to talk about this? 

MR. THOMPSON: I would like to add this 
comment; there is a rule of thumb about how a well 
managed company should operate, and it is said that 
you should have cash equivalent to one to two months! 
sales. I think that is a pretty ideal situation 
but it is seriously regarded, I know, by a number 
of very well established American companies, but 
I think in the larger corporations you go through 
phases and you are always making your plans and you 
may for several years accumulate substantial bank 
loans, knowing that you will go into the market to 
the extent to which you will get away from this 
desirable liquid condition, but you will always have 
your eye on what. your , borrowing capacity is. I 
think if you are up to your borrowing capacity you 
would hesitate about getting yourself into a non- 
liquid position. 

COMMISSIONER GIBSON: Itis sort of .a maximum 
of illiquidity? 

MR. THOMPSON: Yes, but if you have lots 
of borrowing capacity, your credit is good on the 
market, you will go through phases where you will 
accumulate very substantial bank loans and then 
plan, when the market is at what you consider a 
good time to borrow, and having regard to interest 
rates and other factors,you will go into the market 


and you will plunge, so you will go through phases. 
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COMMISSIONER GIBSON: Your ideas about 
how liquid or illiquid you are will be influenced 
by how high interest rates are, how tight money is, 
and presumably when interest rates are high and 
money is tight you will more concerned about having 
a lot of debt than you would if interest rates 
were low? 

MR. THOMPSON: You are just talking 
about this working capital situation? 

COMMISSIONER GIBSON: Yes, and long-term 
debt, too. That is another way. 

MR. THOMPSON: If you are taking the total, 
I think every company has a point to which they know 
they can safely go and take debt, and there is a 
point beyond which it is not prudent and after that 
the funds should be raised by equity or some other 
means, but’ there are limits. 

MR, WILLS: The present profitability 
of the business would have a bearing on your position, 
too, if you were to justify a reasonable profit. 

COMMISSIONER GIBSON: If the business is 
highly profitable you would be willing to tie 
yourself up a little more than you would otherwise? 

MR. WILLS: Yes. 

MR. COLLINGE: I think we should emphasize 
that in our opinion there are no rules. I knew 
a company that kept getting broker and broker, 
and if it saw a way to get 10 per cent on an 
anticipated return it would borrow more money. 
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Suggest there are. rules, I am trying to find 
out if there are any tendencies, This is the right 
word, I think. 

Mi. FuInn:s - olin ce. toe. "Yeu ave 
to consider the long-term forecast, your projected 
earnings and the opportunities available for getting 
a good return on-any specifie project; I “think 
these all have to be weighed. 

COMMISSIONER GIBSON: Yes, other things 
being ‘equalsvethe fact iofcbeing Tiquid is«of 
some importance in whether or not you go ahead and 
spend money. 

MR. FLYNN: I would think, depending on 
the long-range forecast that the immediate liquidity 
would be secondary or even the least consideration. 
It is some, 

MR. THOMPSON: Providing you had good 
acceptance for your securities, If you start going 
into a loss position --- 

COMMISSIONER GIBSON: That is the point; 

a company gets to the point where it is up. to its 
maximum bank credit and it realizes it can't get 
any more credit and when it doesn't feel it can 
borrow any more money in the long-term bond market, 
surely that will have some effect. 

MR, THOMPSON: That could be a factor! 

COMMISSIONER GIBSON: That is an extreme 

there is 
case, but presumably/something in between the two? 


MR. THOMPSON: I think that only 


company philosophy is in between. 
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COMMISSIONER GIBSON: I think that is.all, 
Mr. Chairman. 

THE CHAIRMAN: There is just one question 

which I want to ask and it arises out of your 
comment about the securities legislation. I understand 
that you would like to see a more uniform method 
of dealing with it, but the point I wish to raise 
in connection with your views as to full disclosure 
in the prospectuses and the shareholders! reports, 
that they have to be filed either with the stock 
exchange or the Securities Commission, which also = 
involves disclosure of the financial affairs of 
the company, and I would like to know your views 
about full disclosure. What would you think would 
be the sort’ of disclosure that is required to give 
a fair picture of the affairs of your company to 
the public who might be interested in it either as 


purchasers of shares or in some other way? 
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MR. THOMPSON: Just dealing, first of all, 
with the broad subject of disclosure -- I am not speaking 
of prospectuses here -- we feel that there is adequate 
disclosure at the present time by public companies. 
This pressure for disclosing information is brought 
about by the necessity of public companies having to 
obtain their funds in the market-place. As long as 
we are acquiring funds in the market-place, and people 
are willing to give us the money on the basis of our 
present disclosure of information then I think that 
is sufficient. If you are talking about the public 
interest then we do not think it is fair to single 
out companies that are public companies that have to 
go to the market-place for financing. If there are 
to be any rules with respect to disclosure, they 
Should pertain to all companies, except, perhaps, 
the very small organizations, so that we are all on 
a comparable basis. We do*not think iteisefair 
legislatively to pick out those companies which have 
to go to the market-place to obtain funds by means 
of equity stock or funded debt , and say to them: 
"You have to give a whole lot of information, but 
if you do not go to the market-place you do not have 
to divulge anything." 

THE CHAIRMAN: The companies you are speaking 
of would be companies that would have a substantial 
number of shareholders? You are not concerned with 
the family corporations? 

MR. THOMPSON: Not the smaller type of 


company, but I do not think the attention should all be 
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directed to companies who happen to be in the market. 
I do not think you should say to such a company: "You 
have to tell the public the whole story, but your 
competitor who may be ten times your size is not 
required to make a disclosure simply because of an 
ownership arrangement". 

So long as the amount of information that 
we do disclose to the public is satisfactory for our 
purposes, in that it enables us to finance satisfactorily 
then I think that that is satisfactory to the market- 
place, and we do not need legislation. 

COMMISSIONER MACKINTOSH: If it is satis- 
factory to your shareholders? 

MR. THOMPSON: Yes. 

MR’ DOBBIE:* we’ Teel 2t'iset-an' essence, a matter as 
between the company and the shareholders and the 
market-place, and that it should not be legislated 
upon. 

MR. THOMPSON: We are not advocating that 
all companies should do this, but if you are thinking 
of minimum disclosure by public companies then we 
think you should not discriminate against the public 
companies and that the legislation should apply to all. 

THE CHAIRMAN: We have had representations 
from the security analysts who say that the present 
sort of disclosure is inadequate; that it should be 
much more detailed and that statements should be issued 
much more frequently than they are at present. 

MR. THOMPSON: I think I heard it expressed 


this morning that if we could give them a day-to-day 
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statement of profits they would then be satisfied. 
COMMISSIONER BROWN: Wouldyou not agree 
that shareholders are entitled to the information that 
is given in the prospectus when an offering is made 
on - continuing basis? 
MR. THOMPSON: They have that information 
made available. They have it in the annual report. 
COMMISSIONER BROWN: It is not always. 
MR. THOMPSON: The point we make is that 
we are able to market our securities under these 
conditions, and if the people we sell those securities 
to are not satisfied then they do not invest further 
in our securities and that will force us to give further 
information, but, we feel it is a matter as between 
the corporation and the investors themselves. 
We do not feel it is an area for legislation. 
COMMISSIONER BROWN: My point is that the 
investor who gets the information to start with is 
entitled to feel that he is going to get the same 
kind of information. You say it is available, but 
that is not quite correct because there have been cases 
of a bond issue by a company which later becomes a 
subsidiary of another company and stops issuing statements. 
In such a case the purchaser has lost some of the 
information which was available to him and which he 
assumed was going to be available to him. 
MR. THOMPSON: His rights are written out 
in the deed itself. He has a trustee, and the trustee 
acts on his behalf. 


COMMISSIONER BROWN: In practice it does not 


" 
> 


a eu 
Fieri: 
{ t 


.beiieitse od aedd bluow yodd atitorg to tnemesate fit 
i gg 


heal 
oy Cae | 


oo 


tedt aoftemroltat ont of beltitas ers ersblodensde tedt fe 


nee sergs tom voybluoW :MWOHG ASMOLSGIMMOO | 
sbem daha, as cedw eutoogeorg sds at aovig, at 
fetasd gnivuatineo — 
aotismrotai gedt eved yedT :MOSIMOHT AM wa io) 
.troqex feunns odd ai Ji sved yoaT -efdslisvs shen 
.eyswis goa af ¢gI :AWOHE AHMOLaSIMMOO >~ ow 
tedd ak oxem ow tatog off s:MOCIMOHT .AM | 
seeds ashau estiiruvoss avo dewism ot olds oe ow 
esitiuvose seodd {loa sw ofiqosgq edd If bas yanotitbnoos 
rtodiuut desvat ton ob ysdd nodd boiteitee ton oxs of 
yedtivl evig ot av sor0l ILiw dads boise esttinusca...wo mt 
aoswied a8 istism s ei ci [902 Sw odud),noltsmrotat 
eaoalitea dla Lure arotesval sad bas soitsiogices ent 
stottslaigsl 10% ssis mis at ti [99% som ab.oW 
edt gsdd at gmiog YM :“WOHE ASMOLaCIMMOD 
efi ditw guste ot aofttemiotat odd ates odw todeovat 
emea ott tog ot antoy at on tend [99% o¢ belttine 
dud ,eldelisve at gi ysa voY cokdemro tet Io, Drty 
goes msod sved susdt saueoed tosr1a9 edinup ton eer 
Ss asmoosd 1stsl doidw yasqmos s yd sweat baod s to. 
2 netedtete giivecl agota bas ynsgmos roeddons to yuseibfedue 
ed to emioe vaol esd a9asdorug oft omeo 6 dove at 
9a dotdw bas mid ne sidsliave aew dotdw nolssmioiat 
-mid ot sidefisve ed ot gntog easw bomuees 
tuo metiinw exes atndgix ebH :WOS8IMORT AM 
sstanit edd bas .sstauat s eed oH -ifgadi besb edd at 
-tfsded etd no atos 


| tom ge0b of soltosig al :MWORa pMOTZeIMMOD |. 
an =| . - . 7h 


Nethercut & Young - 4949 = 


Terente, Ontario 
work out in that way. 

MR. ROTHWELL: On the balance I believe our 
company makes quite full disclosure and yet we have 
people who tell us we do not make full disclosure, so 
the question of disclosure is apparently subject to 
a lot of things. I have been told many, many times 
by investment analysts, and so on, that we are at fault 
because we do not publish earnings quarterly. We do 
publish half-yearly, but. not quarterly. Strangely 
enough, we get no pressure from our shareholders, 
generally speaking, for quarterly reports at all. 

They seem fully satisfied with the half-yearly reports 
so we think that maybe this pressure for quarterly 
reports comes from the nueeeee uate rather than from 
the shareholders. 

COMMISSIONER MACKINTOSH: You pay dividends 
quarterly? 

MR. ROTHWELL: Yes. 

COMMISSIONER MACKINTOSH: That keeps the 
shareholders happy. 

MR, ROTHWELL: I believe the standards of 
disclosure are, generally speaking, higher than the 
professional analysts seem to think they are. But, 

I believe primarily that a company which does not 

make adequate disclosure is hampering itself in the 
market-place -- that is, when it goes out to borrow money 
If it can borrow money with a minimum of disclosure -- 
perhaps that minimum of disclosure is made for com- 
petitive reasons -- itis pretty hard to say that a company, 
should disclose more when, after all, people will lend 


money on the basis of the minimum disclosure. I think 
that most Canadia#t public companies are deing a pretty fair 
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“eue®® job in this field of disclosure and, I think, perhaps, 


they deserve a little more credit than is given them. 
COMMISSIONER MACKINTOSH: Do you not think 


there is some illusion about this? Long ago I worked 
with Mr. Willis George on that same problem, and 

I usually found that I could get very good disclosure 
by going and asking one of your competitors. 

THE CHAIRMAN: Gentlemen, that appears 
to be the end of the questioning. I wish to thank 
you very much indeed for your co-operation, and 
the discussion we have had. It has been of very 
great interest to us and we do appreciate it. 

I just wish you. to know how deeply we 
appreciate everything you have done to help this 
Commission both in the preparation of your brief 
and in your attending here today in such a large 
number, 

MR. DOBBIE: Thank you, Mr. Chairman 
and Commissioners. Commissioner Gibson, we will 
have the results of the whole questionnaire made 
available to you. 

MR. POLLOCK: Mr. Chairman and gentlemen, 
may I say that I think Mr. Rothwell struck a very 
pleasant note when he spoke of the atmosphere of 
this meeting. He said that he found the discussion 
so interesting that it was difficult to stop talking, 
md I think the other members of our delegation feel 
the same way. 

On behalf of our delegation I thank you 
for the welcome you have given us in this matter, 
and also for the interest you have displayed in 


our presentation. The work our own members have 
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Gone makes us realize what a tremendous task faces 
you gentlemen in analysing, criticizing and finally 
synthesizing all of the presentations that are 
made to you. 

So far as we are concerned, we have certainly 
learned a great deal from your questions, and you 
have prompted our thinking. We appreciate that 
very much. Therefore, on behalf of my delegation, 
I thank you very much for hearing our presentation. 
We will look forward to your report trusting that 
while framing it you will be thinking of the 
interests of the members of the Canadian Manufacturers! 
Association. 

THE CHAIRMAN: We shall adjourn now until 
tomorrow morning at 9.15 when we shall hear Professor 
o.Viner, 
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The Canadian Manufacturers! Association 


87 Yonge Street, 
Toronto 1, Ontario 


August 20th, 1962. 
The Honourable Dana H. Porter, LL.D., 
Chairman, and Commissioners, 
The Royal Commission on Banking and Finance, 
Ottawa, Canada, 
Gentlemen: 
1. The Canadian Manufacturers! Association 
welcomes this opportunity of making a submission bm the 
Royal Commission on Banking and Finance, Manufacturers 
are vitally affected by the workings of the monetary and 
fiscal system and of the capital market and, since some 
of the matters under study by the Commission have long 
been of interest and concern to industry, the Association 
was prominent among those advocating the establishment 
of such an enquiry. 
OR The Canadian Manufacturers' Association is a 
non-profit, non-political organization of more than 
6,000 manufacturers in every branch of industry in 
Canada, joined together to consider andtake action on 
common problems, Its membership in some 600 communities 
from coast to coast includes concerns of all sizes, 
three-quarters of them employing fewer than 100 persons, 
In total, the members produce about 75 per cent of 
Canada's total manufacturing output. The Association 
speaks not for big industries nor for small industries, 
nor for regional or\sectional interests, but for 
manufacturing as a whole, 
~F Manufacturing, it might be noted, provides the 


job of one out of every four employed Canadians, so that 
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A3 


the Association represents a very large segment of the 
national economy. 

4, In the ensuing observations and the main body 
of its submission the Association cies understood 
Co be commenting not only on current conditions but 

also upon past situations which may recur and upon matter 
of general principle. The scope of the discussion is 
rather selective, since comments have been made, for the 
most part, only on those matters in respect of which the 
Association would like to see some change made in 
legislation or practice, 

SS The field of monetary and fiscal policy is 

left largely to others with a more specialized knowledge 
Off iit:, The Association would, however, like to affirm 
what it believes should be the goals kept in view by the 
authorities, insofar as either type of policy is 
applicable: economic growth, economic stability, the 
avoidance of price inflation, a suitable foreign exchange 
rate, and the minimization of unemployment, both of 
manpower and productive capacity. The Association is 
concerned that governments should bap cane autem iar 
in restraining their spending at times of restricted 
credit conditions, so as not to compete unnecessarily wit 
private business for funds. 

6. Because such a large portion of the funds for 
the expansion of manufacturing activity comes from 
retained earnings, the Association considers the question 
of income taxes to be highly pertinent to any discussion 
of the financing problems of industry. Taxes are too 


high for the short-term or the long-term development of 
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the Canadian economy, and it is recommended that they be 
reduced to provide more capital for industry and to 
heighten the incentive to invest, as well as to help 


/ 


maintain competitive costs for our national production. 


‘Reducing the tax load will, it is submitted, increase 


the tax base, 

Te It is pointed out that the rise of the European 
Common Market and other trading blocs and the 
determination of the United States to expand its exports 
mean that Canadian exporting and import-competing 
industries will face an intensified necessity of 
remaining competitive in the years ahead. One facet 

of this problem will be the need for an adequate supply 
of capital at reasonable cost, This longer-term 
challenge thus increases the importance of Canadian 
manufacturers having income tax treatment suitable to 
their competitive situation. i 

oy For the same reason, capital cost allowances, 
which are more generous in some other major industrial 
nations, should be liberalized in Canada, In addition, 
the practice of some other competing industrial countries 
in granting investment allowances, that is, tax credits 
over and above normal or accelerated depreciation, should 
be adopted in Canada, 

9. The Association urges thatCanada's national 
affairs be so ordered as to attract and hold the foreign 
capital that the country will surely need upon occasion. 
Such a policy would involve the maintenance of a stable, 
sound economy, a minimum of government interference in 


the workings of the market place, and the acknowledgement 
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that both foreign and domestic capital play a constructiv 
role in our material and social progress and in providing 
gainful employment for our population. At the same 
time, government fiscal and economic sei gtee should 
always be calculated to enable the maximum generating 

of capital in Canada itself to reduce to a corresponding 
extent our need for foreign capital. 

3 Ad ia If’ there is one general, encompassing principle 
which the Association would state as summarizing its 
views about the capital market, it is that the alternativ 
sources of funds for industry should be broadened. 

These Bice -Aeive sources are now limited by legislative 


and customary restrictions and it would seem that some 


of these could be eased or removed. 

a hel es As part of such a broadening of the sources of 
capital, chartered banks should be permitted to lend on 
mortgages on industrial real estate and equipment and 

a maximum interest rate on such loans should be permitted 
which would make them attractive to the banks. Also, 
study should be given to the possibility of liberalizing 
the legislative restrictions upon the investment powers 
of insurance and trust companies so they may invest more 
freely in common stocks. 

yay, In this connection, there is an unfavourable 
trend affecting the financing of industry. That is the 
growth of types of pension funds which are committed ie) 
investing according) to restrictive rules which 
discriminate against or prevent investment in industry. 
There are large amounts of pension funds in insured plans 


which, with the exception of segregated plans, may not 
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place more than 15 per cent of their assets in equities, 
None of the. assets of pension funds invested in governmen 
annuities are available to business and industry. 

ne It is strongly recommended that there should 

be no national "second tier" pension plan, which Saeet 
in addition to increasing production costs, tend to 
"socialize" savings and further accentuate the 
channelling of funds away from industry. 

14, The availability of investment funds to 
manufacturing companies would be increased if more of 
them were able to issue securities to the public. Cost 
is often a barrier here, however, It is suggested that 
the most practical steps toward lowering such costs would 
be the final achievement of uniformity of securities 

and companies legislation by the various jurisdictions 

in Canada and permitting the deduction of underwriters'! 


and dealers! commissions as expenses for income tax 


purposes, 
Ase It is generally recognized that one of the keys 
to national growth is an expansion of exports. The 


expansion of exports in the pesentenan world is, however 
increasingly a problem of providing the type of 

financing which the development of export markets 
requires, 

16, Pteaot niaet is discussed extensively in the 
submission and some specific suggestions made for 
improvements. It is suggested that further study should 
be given to the need for re-discount facilities for 
insured short-term export paper where recourse would be 


limited to the exporter's 15 per cent share under the 
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co-insurance principle. Export credit insurance premiums 
which are a significant item in the cost of exporting, 
should be reduced as much as possible, Changes in 
coverage are suggested, as well as the éxedpt ion of the 
Export Credits Insurance Corporation from income 
taxation. 

sl In addition, various other matters not included 
in this summary are mentioned in the submission. For 
instance, manufacturers reported several problems with 
the Industrial Development Bank which are brought to the 
Commission's attention. 

18. Background on various aspects of the subject 
matter of the main submission and related topics is 
presented in a series of appendices, some of it based 
upon results of a questionnaire which the Association 
circulated to its members in preparation for this 
submission. 

12 Ps We look forward to the report that will .follow 
your investigations and labours and the important and 
beneficial changes which it will doubtless foreshadow 

for the financing of industry. | ; 
Yours very truly, 
G AvPPotlocks 


president 


J.C. Whitelaw, 
Executive Vice-President 
and General Manager. 
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Toronto, Ontario 
1 MONETARY AND FISCAL POLICY 
ay, 20. The Association's interest in monetary and 


\ fiscal policy centres on what it would like to see 

4 achieved or avoided in the economy and on the co-ordination 
5 of policies so as to prevent harmful effects on the 

6 business community. There are some highly technical 
7 aspects to monetary and fiscal policy, including the 

8 question of how effective these instruments can be 

9 attaining their objectives, These questions are left 
10 to the Commission and those appearing before it with a 
11 more specialized interest in, or knowledge of, such 

12 matters, 

13 ela If the Association may state what objectives 
14 manufacturers would like to see monetary or fiscal policy 
15 pursue, in so far’ as either is applicabie to such 

16 objectives, these may be summarized as follows: 

17 (a) Economic growth, Monetary and all 

other government policy should always 

put the expansion of domestic production 

and domestic and export markets in a4 

placé of prominence among the various 
objectives that must be reconciled. 

(bo) Economic stability. While growth 

is desirable, overexpansion, with a 
subsequent contraction and disorganization 

of production, losses to the economy and 
increased business failures, is to be 
avoided. 

(c) The avoidance of price inflation. 


It is recognized that Canada cannot be 
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insulated from the effects of inflationary 
forces in other countries, but it is 

vital that prices of Canadian-produced 
goods should not increase more than 

those of competing producers and if it 

is possible to restrain price increases 
below those in other countries or to 

avoid them entirely, without occasioning 
undesirable deflationary effects, this 
should be sought. The Association 
regards wage increases not directly 
related to an equitable sharing of 
increased productivity as having been 

in practice a more important source of 
price inflation in Canada than unjustified 
expansion of the money supply. But 
inflation from either cause, or from 


higher levels of taxation, must be 


avoided. 

(d) The maintenance of a suitable 
foreign exchange rate, The foreign 
exchange rate has very important 
effects on the competitiveness of 
Canadian-produced goods in both domestic 
and foreign markets. With a fixed 
exchange rate, it will now be essential 
to keep monetary and fiscal policy 
from causing balance of payments 
difficulties. 


(e) The avoidance of unemployment, both 
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of manpower and productive capacity. 

Actually, this goal will tend to be 

achieved if those of growth, stability 

and the avoidance of inflation are 

successfully pursued, 
ee. In earlier days deficits by governments were 
regarded with‘rather general disapproval. Now the 
pendulum has swung to the other extreme; the public 
and government are in danger of forgetting that even 
if it is safe or desirable to have an unbalanced budget 
for a period, a prolonged succession of deficits can 
bring an unhappy day of reckoning in the form of balance 
of payments difficulties, inflation, unemployment and 
other ills. 
Lig There is a legitimate place for budget 
Geficits and for the growth of the public debt, within 
the limits imposed by the growth of the economy and the 
ability to carry debt, But fiscal policy must harmonize 
with the sound management of the nation's affairs and must 
not lead to dangerous monetary expansion and inflation. 
24, Indeed, fiscal policy mst be quite closely 
co-ordinated with monetary poured It is unsuitable 
for government to expand its spending and borrowing 
while the monetary authorities are calling upon business 
to restrain its expansion and implementing this 
imperative through a tightening of credit. 
40 Government should not initiate programmes 
involving heavy expenditures which would, through 
borrowing or taxation, hinder the ability of Canadian 


industry to make necessary capital expenditures at 
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1 crucial periods in industry's development and in the 

2 evolution of its competitive position vis a vis foreign 
3 producers, (It must be observed that it is not only 

4 expansions of government expenditures ees 

5 times which pose a problem, but also the continuing, 

6 long-term high level of government expenditures, 

7 However, since this fundamental question lies outside 

8 the field of fiscal policy, it is dealt with elsehwere 
9] in this submission). 


10| 26. It is realized ‘that periods of restricted 


11 credit are sometimes quite necessary. But any more 

12 credit restriction than is necessary is a danger to the 
13 short-term and long-term welfare of industry, and such 
14 restrictions, whether necessary or not, always face many 
15 manufacturers with serious problems and may do permanent 
16| Gamage to some firms. Some of the difficulties which 

£7 periods of restricted credit can produce for manufact- 


18 urers may be summarized as follows: 


19 (a) Canadian industries compete with 

20 those located in other countries. If 

>, credit restrictions wenger the expansion 
22 of Canadian output, producers of imported 
i goods with sources of financing in their 
24 own countries may as a result expand 

25 | their foothold in the Canadian market, 

06 | something which may have lasting effects 
27 where established relationships with 

A customers are important. 

29 (bo) Similarly, credit restrictions can 


30 | face exporters with either a loss of export 
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1 markets to foreign competitors or 

2 with an inability to expand their share 

3 of export markets as they should. deve, 

4 again, lasting effects are possible. 

5 (c) Since some firms manufacturing in 

6 Canada have access to financing in 

7 other countries through their corporate 

8 affiliations outside Canada, those firms 

9 which lack such affiliations may find 

10 their competitive situation in the 

if domestic market affected adversely by 

12 credit restrictions, While special 

13 advantages for one class of firm are 

14 not advocated, special disadvantages 

15 are undesirable, but can arise from 

16 restricted credit conditions. 

7 (d) Also, manufacturers sometimes find 
18 ) themselves called upon to act as bankers 
19 to their dealers when the chartered banks 
20 are less able to perform this function 
21 because of credit restriction. This 
22 is burdensome to the manufacturer, who 
23 is not a specialist in granting and 

24 administering credit as the banks are, 
25 Also, it places an additional demand 

26 upon the manufacturer's own finances 

D7 at a period\when the firm may itseif 
28) be experiencing difficulty in meeting 

| 
29 its own financial needs. 


30 (e) Some manufacturers find that the 


: Paes #3 pe 7 


set 
onsite c9nd binges. 2 euster A ahve 
ae ‘ bt ait ves F * cme trogee tel 


atdbeeed wre sasonte aetndar..areye’ 7 


Mh 


at grilusd of hued amet " a wonke (2) 


A gn lay 


t= 


ag oninetY Gute avila emaged tenn 


i 
a 
en > on in - gl a, bie, 4 siete As A —— at ¢ 
; moquasd Ther? dawettis eaetevatoo roto 
> 7 gaotty ; oe eeu 6 ak t asin e eH } = Pal . i * a 
Dy. ory oP ’ a Doe fr A ‘ * > ae, u vy l 
| Seite eae Acottet (rye ldoee feat ctoditn 
4 | ¥ 
7 . 
hy p sLTRUT Sa Betol? aqnod feds 
. J 
} 
Y ~* = = ra 
doy JostYa Touvsa oftpcnok 
i J fy 
i e Sf tetw Old apy Ut bhoerho 
iq 
7 if 
R o BSSLo Sig 6 syst nurs 
' 2 wf 5 a0 us TO 4 
ban ‘ 20 - &7G4 
o i 
4) 
Bin lal hie Bs Aten ay 
7 } 4 
: i ¢ ¥t 4 Pt ud ae: / 
j » od a a 
¥os° 0 pei fs SF One 
; F ¢ Kaeses ; BH 4 . of 
inétonet P me i sida. gaat. ons : 
fe 
we 
} - ae = tl | Pm f 
‘) =? he e Saye i” —~ Zi ORS rts. Mia) Skat OI 
: J 
7 
' 2 iy Py _ rs f,% 7 
7 jae ‘ Bi ite Be Phy i> Oa i (Ro e#tre b RuG Bi ‘Say 


" : la si (OSS 0 Carleisere 2 Yan et cn 
i : um) i 
} : 
7 


,S5h Senedd atl aa F2bGo anhtetn mbs 


baeuso Wacol vib WB eeotiy JF wf A 


4 
“= ) « ta 6 eh % - ‘ 
LOST. “CR MID] oe Monn iivay £ oe 


pe Reaty” cx Ciwoltrhe Suton esqxe ad 


seboen iqkoneagt rma we 
\ a) 
+ thnk rt 


i. 
| 


ae : ii _ [ a 


a 


Nethercut & Young ’ AIS 


Toronto, Ontario 


calling of bank loans in periods of 

restricted credit poses especially 

severe problems because their business 

cannot easily be contracted as quickly 

as a retailing or distributing business. 

Such manufacturers need to be able to 

count on their financing for a period 

further into the future than banking 

practice, subject to sudden changes in 

the policy of the Bank of Canada, con- 

templates, It is believed that this 

fact discourages some manufacturers 

from using bank credit that would 

otherwise be helpful to them and thus 

to the economy. 
ais In considering periods of slackness in the 
business activity, it is urged that government expenditure 
intended to stimlate the economy should be used with 
care lest they tend to produce avoidable inflation or 
introduce spending programmes that may prove difficult 
to eliminate or reduce when their stimulating effect is 


no longer required. 
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1 TAXATION, CAPITAL COST ALLOWANCES AND 
, INVESTMENT ALLOWANCES 
; 28. Since retained earnings are ordinarily the 
P largest single source of funds for the expansion of 


manufacturing activity and since taxes take such a large 


share of corporation earnings, the most immediate and 


6 

practical way of increasing the availability of investable 
7 : 

funds in industry is through a reduction in taxes, The 
8 


Association, therefore, views the subject of tax rates 
as being highly relevant to a discussion of the financing 


problems of industry. 


_ 29; Income taxes are at too high a level for either 
e the short-term or long-term development of the Canadian 

7 economy. It is recommended that these taxes should be 

% substantially reduced as a means of stimulating an overdue 
15 


expansion of the economy, which in turn would increase the 


tax base. 
17 
50. The manufacturing industry of Canada is taxed 
18 
at very high rates. Moreover, the income received by 
19 
manufacturing corporations is subject to taxation tiwce -- 
20 . 
first as income of the corporation itself and secondly 
21 
when the profits remaining after the tax is paid are 
ye 
received by shareholders in the form of dividends. Al thoug, 
there is a shareholders! dividend tax credit, this bears 


a small relationship to the top corporation tax rate of 
50 per cent or 52 per cent. 

ah. High corporation tax rates are harmful to the 
economy since they reduce the amount of funds available 
to manufacturers for the purchase of modern machinery 


and the expansion of industries. By reducing the amount 


of funds so available and by making anticipated after-tax 
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1| profits from investments lower than they would otherwise 
2 aia high tax rates are a discouragement to industrial 

3) investment, 

ce The slowing down of the rate of national growth 
in recent years is generally acknowledged to be associated 
with the slackening of the pace of investment. While 
this slower rate of investment is conditioned by other 
factors besides the amount of internally generated funds 
available to manufacturers for possible investment, this 
supply of internal funds is an important factor in 
determining the volume of investment, Even though 
slackness of demand and the existence of overcapacity do 
overhang a number of key industries, there are others 
where these conditions are not nearly as noticeable and 
even where the basis for expansion has in recent years 
appeared to be good, setting aside cyclical variations. 
33% Thus lower tax rates and consequent higher 
after-tax profits would offer an important degree of 
stimulation to the economy through the provision of more 
investment funds and through the prospect of higher 
returns, after tax, on new investments, 

34. The highly progressive personal income tax rate 
structure is also one of the factors militating against 
new capital formation in Canada, If. we feel that it.is 
in the public interest that Canadians should purchase, 
develop or create industries, we should not have punitive 
taxation make the achieving of this objective difficult or 
impossible. 

35. The Association favours an examination of the 


tax structure and its impact upon capital formation and 
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1| incentives, but feels that a reduction of the overall leve 
2| of taxation is the more fundamental and urgent raaad 

3 Since government expenditures cannot for an indefinite 

4|' period exceed government revenues by any wide Boy 

5| this implies a necessity for a lower level of government 

6|| expenditures. 

7 36; In regard to ways in which government 


8| expenditures could be reduced, the Association is pleased 


9| to acknowledge the work of the Royal Commission on 


10| Government Organization and expresses the hope that its 
11| recommendations for economy in government will be promptly 


12|| implemented. 


13] 37. If Canadian industry is to be competitive with 


14| foreign producers, we must avoid placing it at a 


15|| disadvantage through taxation rates. Information on 
16) comparative taxation rates is given in Appendix II (and 


17|| this subject is also referred to below in a section 


18] dealing with "Foreign Capital in Canada"), The 

19|| competitive danger lends urgency not only to action on 

20| rates of taxation but also to measures that provide relief 
21| from taxation, that is, capital cost allowances and 

22|| investment allowances, which are dealt with below. 

23|| 38. It is recommended that tax incentives, 

24|| including increased capital cost allowances, should be 

25| further expanded as a means of encouraging national develop- 


| ment and providing employment. While the additional capital 
26 | allowances in respect of new products and the re -equipment 


27| and modernization allowance ghiton have been established 


28) are desirable and a step in the right direction, it is 
29| submitted that these capital cost allowances constitute 


0 | an insufficient incentive to achieve the desired results. 
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It is considered that capital cost allowance provisions 
less restricted in their application and providing 
greater incentives, should be established, 

39. In many of the countries of Burope, normal 
depreciation allowances are supplemented by "initial" or 
accelerated depreciation allowances and sometimes also by 
investment allowances, An initial allowance is 
accelerated depreciation which is granted usually in 

the year the asset is acquired and which has the effect 
of making possible a faster recovery of the original cost 
of the asset, On the other hand, investment allowances 
are in addition to both normal depreciation and initial 
allowances and do not reduce the depreciable cost of the 
asset, 

40, Initial depreciation allowances are granted in 
the leading European industrial countries of France, 
Germany, Italy, Netherlands and the United Kingdom, Forms 
of accelerated depreciation are also provided in other 
countries, including Austria and Norway. In addition 
to specific initial allowances for industrial buiidings, 
plant and machinery, the practice in the United Kingdom 
is to multiply the normal rates of depreciation by five- 
fourths in calculating the annual sera A to be 
granted, 

41, Investment allowances apart from normal and 
accelerated depreciation are granted in the Netherlands, 
Belgium and the United Kingdom. In the Netherlands the 
general rate is 10 per cent, but for ships and airplanes 
it amounts to 16 per cent, in both instances being spread 


over two years. In Belgium the investment allowance 
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amounts to 30 per cent, but is applied only to supplement- 
ary spuanhmentas that is, the increase of new investments 
over the total of disinvestments and depreciation on old 
assets, 

wo In the United Kingdom there is an interrelation 
between investment allowances and initial Sueveneaaa 

the effect of which is that on new machinery and plant 

the taxpayer is entitled to an investment allowmce of 20 
per cent, plus a 10 per cent initial allowance. 

43, Capital cost allowances, including normal and 
accelerated depreciation allowances, and investment 
allowances should, in the opinion of the Association, be 
established in Canada on a basis comparable to those which 


are in effect in many European countries, Most of the 


leading European industrial countries with which Canadian 


manufacturers must compete provide more liberal capital 
cost allowances than those available in Canada, It has 
been suggested by a well-qualified observer that it would 
almost appear that a conscious fiscal policy has been 
adopted by the majority of European countries to allow 
corporations to deduct capital expenditures as ordinary 
business expense (J. Barbeau, "Canadian Tax Journal", 
July-August 1961, page 303). 

44, Accelerated depreciation and investment 
allowances een to have contributed much to the present 
efficient state of European industry and have given 
European producers a\competitive advantage over Canadian 
firms. It is submitted that the Canadian economy 
would derive corresponding benefit from the granting to 


industry of accelerated depreciation on a broader and more 
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liberal scale and by the establishment, in addition, of 
investment allowances, 3 
45, Details on Buropean incentives are given in 
Appendix II. 
46, The Commission's attention is directed to the 
lack of uniformity among provincial sales tax acts and 
between provincial sales tax acts and the federal sales 
tax levied under theExcise Tax Act, The existing 
diversity among these acts complicates many manufacturers'! 
financial operations and raises their costs both as 
taxpayers and tax collectors, This problem would be 
diminished if the various jurisdictions would introduce a 
greater degree fr uniformity and this action is 
recommended. 
FOREIGN CAPITAL IN CANADA 

AT, NOTE: At the time of writing, the movements 

of foreign capital across our 

frontiers have assumed some critical 

aspects, The following remarks, 

therefore, do not refer to such 

emergency measures as may be 

required in this crisis, but are 

concerned with permanent policies 

on a long-term basis. 
48, Canada's production and export trade, while 
substantial per capita of its population, are small in 
proportion to its area and its actual and potential 
resources, In these circumstances, the assistance of 
foreign capital in the further development of our country, 


and thus in the reducing of the extent of this dis- 
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1/| proportion, will probably be a factor of great importance 


2 in the future as it has been in the past, 


3) 49, By way of emphasizing Canada's need for capital 
4\| from all sources in the years ahead, it ty be pointed 

5) out that a study prepared for the Royal, Commission on 

6| Canada's Economic Prospects forecast that investment 

7| expenditures in Canada in 1980 would run to a sum of 

8| two and three-quarters to three and one-half times those 


9] of 1955, setting aside the effects of price changes, 


10| This increase in demand for capital will not all be over 
11| such a long run, either, for the study forecasts a 1970 
12| level of investment about two and one-fifth times that 
fs) ‘of *1955-. 

14] 50. In moving from its country of origin, capital 
15| seeks the highest degree of safety and profit seemingly 
16| available. The Association, therefore, urges that this 
17) be. kept continually among the foremost of those 

18 ee aeraavatsond pearing on the formulation of the 


19| Government's fiscal and economic policies. If we need 


20|| foreign money, as upon occasions we surely will, we must 
21| order our national affairs so as to attract it and hold 
ez) it. 

es} 51. The foreign suppliers of risk capital, which in 


24| the past has contributed so much to the expansion of our 


25|| economy, look for no safety beyond the assurances which 


26|| can be provided by the attitudes and actions of our 


27|| governments. These’ include responsibility and consistency 
28) in budgetary and taxation policies, and a continual 
29| shaping of these and other policies to the end of having 


30| our balance of international payments impart a stability 
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1| to our currency in the foreign exchange markets. They 
2| also include acknowledgement by deed as well as by sae 
3] thatoperating profits, far from being a form of 

4| exploitation, are the life-blood of a free cine 

Se 52: Like most benefits, foreign capital has its 

6| price, and this is paid not only by way of debt service 
7| and the free return flow of earnings to the foreign 

8) owner, but also in the inevitable giving one in some degre 
9| of control over our own economy. The is doaieen ore 

10} therefore, urges that government fiscal and economic 

11/| policies should always be calculated to enable the 

12) maximum generating of capital in Canada itself, and thus 
13] to reduce to a corresponding extent our dependence on 

14] foreign capital. 

si 53. The generating of capital in a country is 

16|| achieved through the retained earnings of corporations 


17|| and individuals. Speaking for Canadian manufacturing 


18|| corporations, the Association wishes to point to certain 
19| highly relevant statistics. During the period 1950- 
20] 1961, retained earnings, as a percentage of business 

21|| volume declined from 4 per cent to 2.2 per cent. 

22|| Dividends paid to shareholders (a lesser but important 

23) source of new capital) experienced a similar decline from 
94|| 3.1 per cent to 2.7 per cent. 


25), 54. The foregoing clearly shows that during a 


26|| decade of great expansion in Canada, when this country 
27| was in euch great need of capital as to import it in 
28) unprecedented quantities, this potentially fruitful 
29|| source of home-made capital was forced to wither on the 


30} vine. For total taxation, direct and indirect, 
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collected from manufacturers continued to increase more 
rapidly than business volume during the same 1950-1961 

period and amounts to a considerably larger percentage 

of business volume than retained eapntngstand dividends 
combined. 


50% Canada, although a small country industrially, 


has corporation tax rates at levels as high or higher thar! 


most of the leading industrial countries of the world. 
They are approximately the same as United States 
corporation taxes and higher than those in effect in some 
European countries. A recently published study has 


shown that, on the basis of a typical example, the 


average of the effective corporate rates of income taxes 
in Belgium, France, Germany, Italy, Netherlands, Sweden 
and the United Kingdom is somewhat lower than the 
corresponding effective Canadian rate, (These figures 
are reproduced in Appendix II). It is submitted that 
Canada has need of lower tax rates than its highly 
industrialized competitors to encourage Canadians to 
invest and provide employment, thus building up Canada. 
56. As well as lowering producer costs and 
generating additional capital within Canada, tax rates 
more reasonable in comparison with those of other 
countries would also help Canada attract such foreign 
capital as may continue to be necessary. 

THE CHARTERED BANKS 
Oi. As a result of limitations on the type of 
security they may take, chartered banks in Canada cannot 
easily lend to industry for some purposes for which 


commercial banks in some other countries may lend. 
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This artificial, legal restriction on our banks was 
originally justified because of the danger of insolvency 
in small or incompetently managed banks. It is submitted 
that Canadian banks have grown to rank, in most arees 
among the world's largest financial institutions and 

that the standard of general management and branch 
management in Canadian banking must surely be among the 
highest in the world. 

58. There has been some recognition that bank 
lending powers are too restricted, but this has made 
itself felt in piecemeal enlargement of those powers 
without much consistency or any overall, guiding logic. 
Commencing some years ago, banks were permitted to lend 
money to provide a consumer with a new house, but they 
still could not lend to his employer on a mortgage 
covering the factory or warehouse that was to make it 
possible for the consumer to occupy his new house and 
meet his mortgage payments,. Banks were also allowed to 
lend on chattel mortgages to consumers, but not on the 
equipment used by the manufacturer to produce the goods 
sold to the consumer. 

59. More recently the effect of the banks' inabilit 
to lend on the security of mortgages, except for 
collateral; security, was lightened by the Government's 
action in providing guarantees for loans to small 
business for the purchase of equipment, the improvement 
of premises or a necessary move to new premises, 

60, It is submitted that if it is thought desirable 
that the banks should iend for purposes for which they 


woulg..feel a government guarantee on the loan was 
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necessary, they should be able to make loans for similar 
purposes in any circumstances where the risk would appear 
to them to justify a loan without a government bisrentes. 
but with appropriate security. | 

61. In ay banks should be permitted to lend 

on the ately pe of mortgages on any squneRents machinery 
or real estate used by industry. It is realized that 
the making of such loans would in practice be subject 

to an assessment by the banks of the risk and costs 
involved and the return available to them; there would 
undoubtedly be some factors tending to inhibit bank 
lending of this sort. But in the present advanced 
state of development of our banking system there are 
decisions that can safely be left to the bankers. 

62. It is also recommended that the maximum doteccse 
permissible for such loans be high enough to compensate 


the banks for the illiquidity of such investments; the 


by the Commission. 
63. - Jt is further recommended that a "basket 


clause" similar to that in federal insurance company 


legislation be introduced into the Bank Act permitting 
chartered banks to place a specified maximum percentage 


of their assets in any investment of their choosing, 


without regard to any specific authorization in the Bank 


Act and in spite of any prohibition in the Bank Act 
otherwise applying. \ While it is realized that the 
Canadian banks of today could probably be relied upon 
to invest their funds wisely without any legal 


i 
restrictions, it will probably continue to be wise to 
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have the investment powers of banks spelled out 
legislatively, with any reasonable ndetia deeouae so that 
all may know what role banks are expected to play in 

the economy. However, a "basket dasuee™ would leave 
leeway for gradual changes in the practices of banks 

and for unexpected innovations in financial practices. 
Having the Bank Act subject to periodic formal review 

is a distinctive and highly praiseworthy feature of 
Canadian banking legislation, but it still means that 
any necessary changes in banking practice may take a 
matter of years to become legislatively possible. What 
maximum percentage should be embodied in a "basket 
clause" is something which the Commission might recommend 
after a study of the matter by experts. 

64, The Association endorses the principle of 
chartered banks which operate on a nation-wide scale 
decentralizing their operations as far as practicable 

so as to bring decision-making above the local branch 
level as close as possible to the needs and opportunities 
of the different regions of Canada, The system of 
nation-wide branch banking which prevails in Canada has 
given us banks with greater financial strength and 
flexibility in lending capacity than most of their 
counterparts in the United States; but it also 
inescapably tends to remove policy-making from the 
regional level and places a sometimes very great 
geographical distance between the borrower and the 
official responsible for final approval of his loan. 
Continued, conscious efforts by the banks to compensate 


for this within their own organizations will contribute 
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to both the welfare of individual regions and localities 
and the good will which banks enjoy with the cart. 
65. Some manufacturers believe that there has been 
a large growth of firms specializing in factoring and 
accounts receivable financing and that this points to 
a possible deficiency in the supply of bank credit to 
small business, It is recommended that the Commission 
study factoring and accounts receivable financing to 
determine whether this growth is of unusual proportions 
and, if so, whether it is a symptom of an inadequate 
supply of bank credit to small business or should instead 
be regarded primarily as a beneficial broadening of 
eredi vu raciiities*, 

SECURITIES AND COMPANIES LEGISLATION 
66, The practicability of public financing would 
be increased for at least some industrial companies not 
now able to undertake it if the various jurisdictions 
would finally achieve uniformity in their securities and 
companies legislation. 
67. In the case of securities legislation, wth 
expense and trouble could be reduced since the acceptance 
of a prospectus by any one jurisdiction would, with the 
existence of uniform requirements, make acceptance 
by other jurisdictions possible with only nominal 
trouble. There would, of course, be a major saving to 
all companies in preparing prospectuses and a general 
simplifying of the whole undertaking of issuing 
securities, 
63. The Association also recommends the enactment 


of uniform companies legislation by Parliament and the 
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provincial legislatures, At the present nee aside 
from the differing methods of incorporation, there is 
considerable divergence among the legislation of the 
eleven incorporating jurisdictions on matters such as 
capital provisions, directors' liability, protection of 
minority shareholders and prospectus and return require- 
ments, The Companies Acts of many provinces have not 
been amended in the past twenty-five years, despite the 


substantial growth of the number of companies operating 


in Canada and the ever-increasing flow of inter- 


provincial trade. Today, there are in excess of 65,000 
companies incorporated in the Province of Ontario alone, 
with some 6,000 new companies being formed each year, 

In addition: many provincial Acts do not take cognizance 
of modern practices, the trend toward amalgamation of 
companies or the establishment of investment trusts, 

69. The resultant confusion, unnecessary duplicatio 
and cumbersome procedures eccasioned by outdated 
legislation and lack of uniformity clearly dictate the 


need for new legislation which is both clear and concise, 


UNDERWRITERS '\ AND DEALERS ' COMMISSIONS 
es One of the difficulties besetting manufacturing 
companies in offering securities, either through public 
offering or private placement, is the cost involved. 
Just as Canadian industry has special problems in short 
production runs, much of Canadian industry has special 
problems arising from the diseconomies of raising money 
in relatively small quantities. Even for large companie: 


with large offerings of securities, underwriting 
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commissions are a cost factor that cannot be ignored in 
deciding the best way to finance, 
eke It is recommended that commissions paid to 
underwriters or dealers should be deductible as an 
expense for income tax purposes. This would be a 
practical contribution to lowering slightly the threshold 
at which small companies can sell securities and would 
be helpful to all companies, thus encouraging the raising 
of more capital within Canada, Furthermore, it is only 
reasonable since these commissions are in fact an 
expense of doing business, 

TEE INDUSTRIAL DEVELOPMENT BANK 
ria The Association endorses the principle and role 
of the Industrial Development Bank and believes that it 
has been very valuable in filling gaps in the financial 
facilities available to industry. At the same time, 
the Association would prefer an expansion of alternative 
sources of private enterprise financing and of internally 
generated funds to any substantial expansion of govern- 
ment banking. In this connection, some initial moves 
by large financial institutions toward programmes of 
investment in small business are noted with satisfaction; 
it is hoped that these will expand. As pointed out 
elsewhere in this submission, manufacturers would stand 
to improve their financing ability considerably with 
lower rates of corporation income tax and more liberal 
capital cost allowances, 
13> The Association believes in the soundness of 
the Industrial Development Bank not providing capital 


where it would be available on reasonable terms from 
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private enterprise sources and trusts that this principle 
will continue to be followed. 

TH. A number of members of the Association have 
complained about the length of time taken in securing 
funds from the Industrial Development Bank and the costs 


attending such transactions. It is understood that the 


Bank does endeavour to reduce the waiting period for 
loans, but it would be appreciated if the Commission 
would study this in order to arrive at an assessment of 
the reasonableness of these delays. The Commission 
might usefully have experts examine whether the costs 


to borrowers of arranging loans from the Bank could be 


reduced, 

tise A number of suggestions by members of the 
Association regarding the policies of the Industrial 
Development Bank are brought to the Commission's attention. 
The Association has not undertaken to pass upon the 
merit of these views, which would require the type of 
study which the Commission is probably better situated 
to give them. These suggestions, which are not 
necessarily consistent with each other, coming as they 


do from various sources, are as follows: 


(a) that loans for longer. periods are 
required; 
(b ) that excessive security is required, 


making other financing elsewhere difficult; 


(c ) that initial repayments on new loans 
should be delayed; 
(ad) that loans should be made for more 


venturesome purposes, with more attention 
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1 to the potential of the business; 
2|; (e) that care, or more eaudy should be taken 
3 not to cause uneconomic expansion of 
4 particular industries; | 
S| (f) that loans should be made for purposes 
6 for which it is asserted they are not 
7 made, or not often made, now, such as the 
8 acquisition by employees of a U.S. 
9 subsidiary, for short-term financing 
10 or working capital purposes, to 
F 
il consolidate existing! debt, to aid the 
12 marketing of machinery made by a 
13 manufacturer by providing funds to 
14 finance leasing to customers and for 
15 the acquisition of a poorly managed 
16 bankrupt business for expansion purposes; 
17 (g) that application requirements are too 
18 complicated, involving the provision 
19 of too much information; 
20 (h) that smaller loans should be available; 
) al (i) that penalties for early repayment are 
Z2 too high; 3 | 
23 (3) that the Bank's policies should be 
24 specially geared to import replacement. 
25 76, Some of the above suggestions are expanded 


26 in Appendix IV. 


27 INVESTMENT POWERS OF LIFE INSURANCE AND 
TRUST COMPANIES 
28 
‘Ce Life insurance companies should be encouraged 
29 


to invest more funds in Canadian industry. With this 
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1 in view, a study should be made of the basis of 

2 valuation of common stocks in life insurance company 

3 portfolios and of the necessity for the present level 

4| of the limitation on common stock investments. 

5 78. Similarly, study should be given to the 

6 advisability of liberalizing provincial legislation in 
7 various jurisdictions governing the investment policies 
8) of trust companies. (It is noted that the trustee law 
9 of Nova Scotia is cited by trust companies as a model 


10) in this regard). 


11 PENSION PLANS 
12 (oo Pa Industry has for many years recognized the 


13 desirability of providing as far as possible for its 


14 employees! retirement income, and pension plans now 


15 cover about 75 per cent of the employees of Canadian 


16 manufacturers, However, pension plans are not only a 
17 channel through which benefits are provided and funds 


18 invested in various uses,. they are also a part of. the 


19 cost of goods and the effects on costs, prices and profits 


20 of pension benefits cannot be ignored. 


(21) +80. It is most disturbing to hear proposals that 


22 government should duplicate the pension plans of 


industry by imposing a "second tier" retirement plan. 


Canadian manufactured goods can bear reasonable pension 
costs but any pyramiding of expenses will be distinctly 
hartiful. There is no point in providing an extra 
pension plan for an’ employee who may not be able to 
continue to earn a living during his working years 
because the products he is engaged in producing have 


been priced out of the domestic or international market; 
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nor should working people and their employers be expected 
to transfer ‘so much of their income by taxes or 
contributions as to leave them worse off than the 
recipients of retirement benefits. In saan tt oak the 
investment of funds is something which sould be tailored 
to the needs and preferences existing in individual 
industries and companies. It is vitally important that 
investment policies should be conducted on the basis of 
investment principles rooted in the market place rather 
than being tied by statutory or other artificial rules. 
In any case, to deliver over to government the task of 
investing or superintending the investing of retirement 
funds is to deliver over 66 pureaucracy the investment 
of a large and growing section of the nation's resources. 
This is as unnecessary as if would be unwise. 
iG og. One of the problems facing the economy is that 
pensien funds, of which industry is a major source, are 
diverting increased amounts of money to uses outside 
industry. With Bnd increase in recent years of 
employee contributions to pension plans and tax payments 
to old age security schemes, it is reasonable to assume 
that the covered individuals have reduced other forms of 
savings, substituting their equity in pension plans for 
saving accounts, ownership of securities or other long- 
term savings programs. This has tended to make less 
money available to industry than would have otherwise 
been the case, 
oe): The great increases in corporate pension 
accumulations in the past ten years, much of which 


represents a substitution rather than new savings, have 
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come into the capital markets under the administration 

of trustees having different objectives and restrictions 
than those of banks and insurance companies. This 

has changed the availability of funds commen users of 
capital, 

oa, Some statistical information on the effects of 
restrictions on the investment of pension funds is given 
in Appendix V. 

84, Unless a substantial portion of pension funds 
is available for the financing of business and Pee 
the growth and vigour of pension plans must inevitably 
decline since business and industry are the source of 
most pension plans. It is noteworthy that most trusteed 
pension plans of educational institutions, governmental 
and other official and quasi-official bodies invest in 
scarcely anything at all except the obligations of 
government and public organizations. Since 
conservatively managed pension funds in private industry 
find it possible to invest in the securities of private 
enterprise, public authorities should do likewise and 

not pre-commit all their funds to the public sector. 

The participant whose funds are involved by virtue of 
contributions is entitled to the most favourable interest 
return consistent with the normal requirements of safety, 
85. The Canadian Manufacturers! Association is 
acutely aware of the necessity of safeguarding the 
contributions of their employees and of the funds from 
which they must receive their retirement income. Howeve 
industry should remain free to operate its own pension 


plans and as many pension plans as possible should be 
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free to invest in industry. The successful achievement 
of the full benefits of a pension plan must ultimately 
depend on the successful operation of the employer. 
BANKRU PICY | 
86, To indicate the extent to which manufacturers 
supply financing to their sustonapse it might be pointed 
out that the balance sheets of all manufacturing 
corporations tabulated by the federal tax authorities 
for 1959 taxation year show total receivables of $2.7 
billion. This compares with $3.8 billion owed to banks 
by corporations in all industries, in the same statistics, 
It is interesting to note that retailing corporations 
had payables 88 per cent greater than their bank debts. 


i's It is obvious that trade credit plays an 


important role in the over-all financing picture in 
Canada, It:is, therefore, vital that laws affecting 
trade credit operate in an equitable fashion, so as not 
to throw up unnecessary barriers to its free flow. 

88, When bankruptcies occur among their customers, 
there is a cost to manufacturers, There? is) also 
sometimes serious danger to the survival of small 
manufacturers who must grant credit as a means of 

ou satinn. but who are particularly vulnerable to credit 
losses, which may in individual cases assume large 
proportions relative to their own assets, One 
manufacturer has stated to the Association that his 
biggest single financing problem is credit risks. 

89. The Association recommends that there be an 
adequately staffed enforcement body policing the 


Bankruptcy Act to seek out and prosecute fraudulent 
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bankrupts. These have become a problem and it is often 
difficult or Pimosteveasior manufacturers to investigate 
and prosecute such cases themselves, Effective 
policing would discourage dishonesty by eedideries of 
debtors and reduce abnormal credit risks, 
FOREIGN BXCHANGE 

90. The Association circulated a questionnaire 
among its members just before the "pegging" of the dollar 
in May, asking for opinions on the effects of earlier 
depreciation in the foreign exchange value of the dollar, 
The results of this survey are presented in Appendix VI 
to this submission, with answers postmarked before the 
change to a fixed rate separaved from other returns, 

EXPORT CREDITS INSURANCE AND FINANCING 
Ql. The financing of export sales presents special 
problems because the time lag between shipment of goods 
and receipt of payment is much greater than in domestic 
trade, This is a result not only of transportation 
factors, but, particularly in the case of capital goods, 
of a tendency on the part of many countries to woo 
foreign buyers by offering more and more favourable 
credit terms. The problem is intensified because there 
are risks involved which are not as clearly predictabie 
as those in domestic business, 
92; The Government and the chartered banks have 
done much to overcome these problems. The provision of 
€xport credits insurance and guarantees through the 
Export Credits Insurance Corporation improves the 
quality of short and medium-term receivables as security 


for bank financing; the Export Finance Corporation of 
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Canada Limited is ready to re-discount medium-term export 
paper (one to five years); and the Government now provide 
direct financing of long-term export sales (over five 
years) under Section 21A of the Export Credits Insurance 
Act, 

93. It is important that these facilities, 
commendable as they are, operate in such a way as to 
provide the most liberal coverage possible and at the 
lowest possible rates of premium. 

o4. It is suggested that the Export Credits 
Insurance Corporation should be as liberal as possible 

in its determination of the borderline between goods 
which are eligible for medium-term coverage and those 
which are not, 

95 » It is recommended that consideration be given 
by the Export Credits Insurance Corporation to increasing 
the percentage of risk which 4% will cover in appropriate 
eases involving medium-term credits where exporters 

find difficulty in financing the portion for which they 
are at risk under the co-insurance principle, The 
present Canadian limit is 85 per cent, but export credits 
insurers in some other countries are prepared to cover 

as much as 95 per cent. 

96. It is suggested that further study should be 
given to the need for re-discount facilities for insured 
short-term export paper where recourse would be limited 
to the exporter's 15 per cent share under the co-insuranc 
principle. 

oT . In order to obtain a broad spread of risk, the 


Export Credits Insurance Corporation requires that an 
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exporter covered by a general commodities policy (short- 
term credits) must, as a general an insure all his 
exports, with certain specific a eng er eaas Lo. is 
suggested that this aspect of its Baiieice should be 
reviewed by the Corporation with a view to devising means 
of relieving exporters of the cost of insurance premiums 
on that portion of their ‘slaes which they believe it 
unnecessary to cover. 

98. Particular consideration should be given to 
reducing export credits insurance premiums on medium-term 
credits for major capital goods contracts, where the 
amounts involved are quite large and where even a 
fractional percentage reduction from the average of 3 
per cent would result in significant savings to the 
exporter, 

99. It is recommended that the Government should 
follow the practice of most other countries by providing 
that the Export Credits Insurance Corporation be exempt 
from sehen (While the Corporation's gross 

eee income in 1961 was $744,000, its income tax for 
that year was $740,000). This would permit the 

Ae excess of premium income over operating expenses 
and net claims paid to be applied to a substantial 
reduction of premium rates, while net income from 
investments could be used to reinforce the Corporation's 
underwriting reserve, 

100, With regard to long-term financing procedures, 
the present system calling for the issue of promissory 
notes by the foreign buyer to the Canadian exporter, the 


guarantee of the notes by Export Credits Insurance 


- , 7 & a j ; a : Pal ‘ 7 
. Tm - - — a i) if - a : i ar _ 7 i 
Le, Sh i a% r i ae i) hy vals 7 
aa A 1 ‘is =" / rt ab Te ? is 
: vs Poe a 
N =<; 5 A ale . ery | : wer 
3 way : a : : 9 ere “1 7 ; 
an 


ef 22 nineties arse aya «ie ate »g: 
ao bisrhata: bal csung att "to Seeyai eind- tad! — 


rh bie, 
Lewhe Wsq, Soastueht te teow afd te S19l.0q%KR satvetfos % 
Tey 


h Bed hol gets stot chee: sake Shei to wd tuag a ad 


Loelor Sutdivah oY wely a: ddan pal sregtest oct Ye dowel 


\eOVO & Ge r2ee hou | 
oF fevty. sd pPirvora 09) LATOR CEES hissy iat ee: a 
hisin poi shee TO ennhey Sowa eet AE Jeogee about 
| | | ‘i 
ead g75h4  evpatiaaes elsog Latigns saten, wok ellbars 
& neve exe sw baw : seal ov ign one Hevloval etttoms | 
& in Ofatevas Od) wort salen +ystagoney cenodtoaat | 
; ou! oc agMivee desblitegtia nh digees o.oo amen : 
[ ) | eettocnae 7 


MLUOKE, Iporegevgy, ors Ses? Byepgerocax af az .2@, G 
On Re CS Cel*einge. > sedtu;'dvom By seh oetq edd .woliotia 
THORS 8 cpitgrpcyros aonemem, prabadd sypoeee eds 16ST y r 


OV O° g6oivetegaat aad oat bewi *S¥ Suooak nowt 
i : ry 
TO  2SV Smaoqi adf .O00) PETS aon ‘get 2. moot mone 
a, 


SNe Sin ese Pilsow 2 heli . 000 DERE aan eee tate 


BSCR AS RisTaTeyo isyo Melsi wetweng te sesame) eybdaeee 


i bag 


rareievatie2s @€ oF bebiqgs ad dt) beg niabet » vO Devt | 

Cet. M0 st ahtidw seeder queer Ye gottoubaeE 
C nate Otero. bay, souo'tere to booy od Bhyoo inontaesvak: 
| Ov ras art adh Lows ebay 
serruh 2 26-34; oni Smit eret-sqot o1 Seene¢ vty . O01 
YUeciIhoagg WwW) Sheet odg 167 Qnitlas wedeyre Joseeng os 
yee ogee hiliniledinn oo. OF weysd apinuot ad?) vd ae 


OOMESUAT @t2bGRS Prcgx® yl sevon ati to OT ALES 
j j ae | 


Nethercut & Young A.38 


Trento, Ontario 

Corporation and then their subsequent sale by the 
exporter appears to be Sind wie cumbersome, — The 
Association suggests that the provisions of Section 21A 
of the Export Credits Insurance Act be re-drafted so that 
the procedure is simplified. 

mul. Because of the complexity and special timelines 
of this subject and in order to provide the Commission 
with more background information, these suggestions and 


recommendations are elaborated in Appendix VII. 


ier _wenanoctiue! seat saa 


te 

ins 

‘ae 

| —_ oa bed ientsde gd" re scien agteors iba 

ra 7 | -bokisiqnic st vail 
Lesaltpane tetoeas bas itbelgnen eit Ac stis0sk ” | 

aetuetoten th. adv abtveda od sebwe ant! bes Jou die aa ie 

onS erotievgygs Snand .mlisrietet Baimagnosd’ smog av ks ‘1 


f 
; i ee) : 
TEV tLbeeges. gt betsuodaite evé sacotdebiangeeee 


Nethercut & Young A . 39 


Toronto, Ontario 
1 SUMMARY OF RECOMMENDATIONS 
2} 102. The following is a summary of the recommendations 


3) embodied in the submission: 

4| Recommendation No. 1 Monetary and fiscal policy should 
5| have as their objectives -- in so far as either instrumen 
6| is applicable to these ends -- economic growth, economic 
7| stability, the avoidance of price tur iation? the 


8| maintenance of a suitable foreign exchange rate and the 


9] minimizing of unemployment. 
10| Recommendation No. 2 Fiscal policy should be closely 


11| co-ordinated with monetary policy to avoid unnecessary 


12] competition with private enterprise for funds. It is 

13] unsuitable for government to expand its spending and 

14|| borrowing while the monetary authorities are calling 

15 upon business to restrain its expansion and implementing 
16 this imperative through a tightening of credit. 
Recommendation No. 3 Government expenditures intended 
to stimulate the economy during periods of slackness 


should be used with care lest they tend to produce 


avoidable inflation or introduce programmes that may 
prove difficult to eliminate or reduce when their 

Be tiatine effect is no longer required. 

Recommendation No. 4 Income taxes are at too high a 
level for either the short-term or long-term development 
of the Canadian economy. It is recommended that these 
taxes should be substantially reduced as a means of 
stimulating an overdue expansion of the economy, which 
in turn would increase the tax base, 


Recommendation No. 5 In order to make Canadian industry 
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1/ more competitive with that of European countries in 


2 terms of tax burden: 


3 (a) corporation income tax rates 

oe Should be lowered (a measure already 
5 recommended for its purely domestic 
6 effects), 

7 (b) capital cost allowances should 

8 be expanded, and 

9 (c) investment allowances should be 
10 introduced, 


11| Reccmmendation No. 6 The Provincial and Federal 
12} Governments should agree on a greater degree of a 
13) in their sales tax legislation, the diversity of which 

14) now greatly complicates the financial operations of many 


15 manufacturers, 


16|| Recommendation No. 7 In recognition of the fact that 
17 the assistance of foreign capital in the further 
18| development of our country will probably be a factor of 


19| great importance in the future as it has been in the 


20] past, government should order the nation's affairs so as 
21 to attract and hold the necessary foreign capital. 

22|| Recommendation No. 8 The chartered banks should be 

23 permitted to lend on the security of mortgages on any 
equipment, machinery or real estate used by industry. 

The banks now lend on residential mortgages insured by 

@ government agency and, also under government guarantee, 


for some purposes that could otherwise be covered by 


industrial mortgages. If it is thought desirable that 
banks should lend for purposes for which they would feel 


& government guarantee was necessary, they should be 
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free to make loans for similar purposes in any 
circumstances where the risk would appear to them to 
justify a loan without a government ienenreee but with 
appropriate security. A maximum interest rate high 
enough to compensate for the illiquidity of such loans 
should be permitted, 

Recommendation No. 9 A "basket clause" similar to that 
in federal insurance company legislation should be 
introduced into the Bank Act permitting chartered banks 
to place a specified maximum percentage of their assets 
in any investment of their choosing. This would leave 
leeway for gradual changes in the practices of the banks 
and for experimentation in banking practices, 
Recommendation No, 10 The Association endorses the 
principle of banks which operate on a nation-wide scale 


decentralizing their operations as far as practicable to 


keep decision-making above the local branch level as clos 
as possible to-the needs and opportunities of the. 
different regions of Canada, 

Recommendation No. ll The Commission should study 
factoring and accounts receivable financing to determine 
whether there has actually been a large growth of firms 
specializing in this type of credit and, if so, whether 
such a trend is a sgnptom of an inadequate supply of 
bank credit for small businesses or whether it should be 
regarded primarily as a beneficial broadening of credit 
facilities, 

Recommendation No. 12 The various jurisdictions in 
Canada should finally achieve uniformity in their 


securities and companies legislation to lower the costs 
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of public financing and increase its feasibility for some 
companies not now able to use re method of raising 
capital. 

Recommendation No. 13 Commission paid to underwriters 
or dealers in connection with the raising of capital 
should be deductible as an expense for income tax 
purposes, This would be of benefit tie all companies 
offering securities, thus encouraging the raising of more 
capital within Canada, and would also increase the 
feasibility of public offerings for some companies not 
now able to make them. 

Recommendation No. 14 The Association endorses the 
principle and role of the Industrial Development Bank. 
However, the Commission might assess the reasonableness 
of delays in handling loan applications and of the costs 
of arranging loans from the Bank, the subject of 
complaints from a number of manufacturers. A number 

of other specific suggestions or complaints about the 
Bank's policies or service are brought to the Commission' 
attention. 

Recommendation No. 15 Life insurance companies should 
be encouraged to invest more funds in Canadian industry. 
With this in view, a study should be made of the 
limitations presently imposed upon them by the basis of 
valuation of common stocks in their portfolios and of 

the current level of the limitation on their holdings 

of equities, Similarly, legislation governing the 
investment policies of trust companies should be studied 
with the possibility of liberalization in mind, 


Recommendation No. 16 There should be an adequately 
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staffed enforcement body policing the Bankruptcy Act to 
seek out and prosecute Beenaan eRe Oanieap tee Effective 
policing would discourage dishonesty by a minority of 


/ 


debtors and reduce abnormal credit risks, 


Recommendation No. 17 Canada should avoid adding a 


"second tier" retirement plan to existing private pension 
plans as such an additional, government-operated plan 
would increase costs in industry, thus undermining the 
competitiveness of Canadian products, and divert large 
amounts of funds for investment by the bureaucracy rather 
than on the basis of market principles. One of the 
problems facing the economy is that pension mindal of 
which industry is a major source, are diverting increased 
amounts of money to uses outside industry, 

Recommendation No. 18 Since the provision of export 
credits insurance has a direct bearing on the 
availability of financing for export sales on medium- 
term credits, the Export Credits Insurance Corporation 
should be as liberal - possible in its definition of 
capital goods and should consider increasing its coverage 
beyond the present 85 per cent of the amount at risk, 
Recommendation No. 19 It is suggested that further 
study should be given to the need for re-discount 
facilities for insured short-term export paper where 
recourse would be limited to the exporter's 15 per cent 
share under the co-insurance principle. 

Recommendation No. 20 Export credits insurance 

premiums are a significant item in the cost of doing 


export business and should be reduced as much as possible}, 
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1 (a2) some means should be devised under 
2 general commodities policies to relieve 
3 exporters of paying premiums on that 
& portion of their sales which they 
> believe it unnecessary to cover, 
6 (b) particular consideration should 
7 be given to reducing premiums on 
8 medium-term credits for major capital 
9 goods contracts, and 
10 (c) the Export Credits Insurance 
11 Corporation should be exempt from 
12 income tax, in order that the entire 

, income 
13 excess of premium/over; operating expenses 
14 and: net claims paid, may: be wsed):to> reduce 
15 premium, ratesand, that. net earnings from 

investments may be used to reinforce the Corporation's 

16 underwriting reserve, 


17 Recommendation No. 21 With regard to long-term export 


18 financing procedures, the present system calling for 


19 the issue of promissory notes by the foreign buyer to 

20 the Canadian exporter, the guarantee of the notes by 

21 Export Credits Insurance Corporation and then their 

22 subsequent sale by the exporter appears to be somewhat 

23 cumbersome, The Association suggests that the 
provisions of Section 21A of the Export Credits Insurance 


Act be re-drafted so that the procedure is simplified. 
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Appendix I 

GOVERNMENT POLICIES AND INDUSTRIAL EXPANSION 
103. Capital cost allowances have a greater direct 
Se than interest rate fluctuations or "Gight 
money" conditions on the investment decisions of a great 
many manufacturers, That is a conclusion pointed to by 
the results of a questionnaire survey of Association 
members, 
104, Manufacturers were asked this question: "Which 
of the following general economic conditions in the 
country have most influenced your decisions to undertake 
capital expenditures during the port-war period? (Please 
rank in order of importance, i.e., 1, 2, 3, or do not 
mark if not important). Fluctuations of interest rates; 
the 'tight money' situation during certain periods; 
depreciation rates permitted under the ee Age 
105. While many wrote in comments to the effect 
that the possibility of marketing products at a profit 
was the main consideration affecting them in investment 
decisions, one out of four respondents to the 
questionnaire reported that capital cost allowances or 
depreciation influenced them. That is, they gave this 
factor a first, second or third ranking in the above 
Cquestion. One out of five respondents gave capital 
cost allowances first ranking and many of these marked 
neither of the other two factors, i.e., fluctuations 
in interest rates and "tight money" conditions. The 
results of this question are summarized in'TebIle T of 


Appendix XII. 


106. of course, this does not necessarily mean that 
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1] interest rates and tight money do not influence these 

2 manufacturers' investment decisions indsenoRayy through 

3| their influence on the demand for their products; these 

4| indirect effects would naturally be difficult or 

5|| impossible to identify. But these answers do lend 

6| support to the view that liberalization of capital cost 

7| allowances is a tool which government can effectively use 
8 to increase investment in the economy. 

9 LUT. Another question in the survey asked 

10 manufacturers whether a tax write-off of depreciable 


11 assets in half the time presently permitted would have 


12 increased the firm's capital expenditure in the last 


13 ten years, Manufacturers were requested to indicate 

14 whether the increase would have been substantial or 

15 moderate, in their opinion. 

16) 108. The results, which are summarized in Table 2, 
17 also point to the importance of capital cost allowances 
18 as a factor affecting investment decisions in industry, 
19 109, About one-third of ali respondents to the 

20 questionnaire said that a faster write-off would have 

21 ‘increased their capital investment programmes moderately. 


Z2 Almost one in every ten firms returning a questionnaire 


oXs) form said it would have increased their programme 


24) substantially. Thus, some 42.5 per cent of all 


25 respondents reported that a faster write-off would 
26 have increased their capital expenditures in some 


27 degree. 
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Appendix II 


TAXATION, CAPITAL COST ALLOWANCES AND INVESTMENT 


ALLOWANCES 
TAXATION RATES 
0. It is not easy to compare the taxation rates 


in effect in the various industrial countries since there 
are many variables in their application. The most 
meaningful comparison is obtained when the corporate 

2 
rates of tax of each country are applied to a given 
factual situation. In an article by Jacques Beehaes 
entitled "Corporate Income Tax Borden in Europe", 
published in the July-August, 1961 issue of "Canadian 
Tax Journal", pages 297-306, there is the following 


table setting out the proportion of direct taxes as a 


percent of taxable income under circumstances where a 


corporation has a net worth of $3,750,000 and a net 


profit of $375,000. 


40% 100% No distribution 
Distribution Distribution of Profits 
Blegium 25% 21% 27% 
France 5% 5% 5 Of 
Germany 65% 536 10% 
Italy 41% 41% 41% 
Netherlands 47% 47% 47% 
Sweden 48% 48% 48% 
United Kingdom 4O% 25% DAS 
Average rate: \ 45% . 4Oe 48% 


Canadian rate; . 48% 48% 48% 
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CAPITAL COST ALLOWANCES 


ahals. In addition to the ordinary capital cost 
allowances based on the life of the particular ues 
most Buropean countries grant initial or actions aad 
depreciation allowances and some form of investment 
allowances. | The main difference between initial 
allowances and investment allowance is that initial 
allowances reduce the depreciable cost of the capital 
asset, but investment allowances do not have this effect, 
being in addition to both normal depreciation and initial 
allowances, Barbeau, in the above-mentioned article 
(page 301), states that initial or accelerated 
depreciation pane dancabe are granted in addition to normal 
depreciation in all European countries, except Belgium 
and Sweden, Initial depreciation allowances are 
normally granted only in the year the depreciable asset 
is acquired. As. instances of the operation of initial 
depreciation the practice in the Netherdlands and the 
United Kingdom may be outlined. 

£2 . In the Netherlands an initial allowance of 33 
1/3 per cent spread over two years is granted on all 
assets acquired or improved for business purposes (an 
exception to the one-year rule just noted). 

113%, In the United Kingdom the normal rates of 
depreciation are multiplied by five-fourths in computing 
the annual amount of depreciation which can be claimed 
for tax purposes. “irsaddition, an initial depreciation 
@llowance is granted on certain capital expenditures 

at the following rates: 15 oh cent on industrial 


buildings, and 30 per cent on new machinery and plant 
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(The Federation of British Industries, "Taxation in 


114, In Austria accelerated depreciation is allowed 
at the rate of 20 per cent in respect to expatadtabe on 
real property and 40 per cent on movable capital assets, 
5. Accelerated depreciation may be granted in 
Belgium under special circumstances at the rate of one- 
third of the cost price of fixed assets. 

eLOS There is provision in Italy for accelerated 
depreciation on new plants constructed since January ist, 
1946, under which the period of normal depreciation is 
reduced by up to two-fifths. 

wi [% Ireland grants accelerated depreciation of 

10 per cent on capital expenditure for new industrial 
puLidings. On new plant and machinery the rate is 25 
per cent’ 

INVESTMENT ALLOWANCES 

clo. In most European countries, with the 


exception of France and Germany, in addition to normal 


and initial depreciation allowances, there are what are 
known as investment allowances, In some cases the 
deduction is computed on the basis of the cost of the 
asset, while in others the deduction is computed on the 
basis of taxable income, Investment depreciation 
allowances which are based on the cost of the asset are 
granted in both the Netherlands and the United Kingdom, 
119, In the Netherlands the investment depreciation 
allowance is generally at the rate of 10 per cent, but fo 
ships and airplanes it amounts to 16 per cent, It is 


spread over two years and is applicable to all capital 
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1] assets, The effect of this is that either 5 per cent 
2) or 8 per cent of the cost of an asset can be deducted 


for a period of two years without reducing the amount of 


Ww 


4) normal and initial depreciation which may be deducted, 


(The International Bureau for Fiscal Documentation, 


5 
6| Amsterdam, "European Taxation", Vol. 1, No. 6, page 8). 
vie 120. In the United Kingdom the investment 


8] depreciation allowances and the initial depreciation 

9] allowances are interrelated so that the rates of initial 

10| depreciation are reduced if both an investment allowance 

11]/ @nd initial depreciation are claimed on a particular 

12|| asset, On industrial buildings a company may claim 

13) 10 per cent investment depreciation pilus 5.perveent initial 
14| depreciation, On new machinery and plant 20 per cent 


15] investment depreciation is allowed plus 10 per cent 


16] initial allowance (Barbeau, page 302). 
tel. Other types of investment allowances which 
resemble income tax exemptions more than depreciation 
deductions are granted in Italy and Sweden. The best 
known is that of Sweden under which corporations are 
permitted to set aside as a deductible investment 
reserve up to 40 per cent of their pre-taxable income, if 
Appendix IIIl 
THE CHARTERED BANKS 
bee. One haere of the questionnaire sent by the 
Association to its members dealt with their experience 
With the chartered banks. The principad matters which 
the questionnaire sought to investigate in this area 
were the extent to which manufacturers have been affected 


by recent periods of restricted credit, the extent of use 
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of term loans, the demand among manufacturers for 
increased term loan facilities and opinions on the Smail 
Businesses Loans Act, There was also an interest in 
the practice of some bankers in requiring "cash collateral|" 
for loans and the extent and effects of this policy. 
123. Respondents were asked, "Did your firm have 
difficulty in obtaining desired bank credit in 1956 or 
1959?" Replies are summarized in Table 3 of Appendix 
Bei hie 

124, Some salient conclusions which can be 
stated are: 

(a) The highest percentage of tabulated 
returns reporting difficulty in getting 
bank credit in 1956 or 1959 is found in 

the smallest size-class of private 
companies controlled in Canada, Some 32% of 
of these returns reported such difficulty, 
compared with 13.8 per cent of all 

returns of all types and sizes of 

Pirms, 

(b) Difficulty with bank credit in 

1956 or 1959 was almost exclusively 

@ problem of Canadian-controlled 

firms among the respondents. out of 

168 tabulated private and public 

companies controlled outside of Canada, 
only two, or 1.2 per cent, reported 

having had difficulty. Out of. 371 

private and public companies controlled 


in Canada, 19.1 per cent reported such 


difficulty. 
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(c) Among rab pordentee public 

companies controlled in Canada had 

less difficulty than private companies 

controlled in Canada. Of 52 public 

companies controlled in Canada having 

sales of more than $1 million a ee 

only four, or 7.7 ger cent, reported 

Atceieai te getting desired bank credit. 

In the same size-classes, 16.9 per 

cent of 124 private companies controlled 

in Canada reported having had difficulty. 
£25. The extent to which different classes of firms 
usually rely upon bank credit may, of course, vary and 
ideally the preceding comparisons should take this into 
account, It is suggested, however, that some of the 
contrasts in the answers from different groups are so 
marked that it seems likely that they represent real 
differences in the) incidence of-credit restrictiony So 
far as the effect of non-response to the das's titon and to 
the questionnaire is concerned, there seems to be no 
obvious reason why the rate of non-response among firms 
which had difficulty with bank credit should be expected 
to be greater or less in one group or size-class of firms 
than in another. 
226. Manufacturers were also asked, "Have you ever 
attempted to obtain a term loan from a chartered bank, | 
that is, a loan of more than one year original maturity 
or funds furnished through the direct sale to a bank of 
a firm's own corporate bonds or debentures of more than 


one year's maturity? (Do not include loans under the 
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1| Small Businesses Loans Act," Replies to this aie 
are summarized in Table 4, 
2 es Two conclusions are evident: 
(a) The reported use of term edna 
rises with the size of firm in the 
case of private companies, whether 
controlled in Canada or elsewhere, 
Because these companies make up such 
a large percentage of the replies 
reporting the use of term loans, this 
is also true of the totals for all 
types of companies. In. the case of 
public companies it is difficult to 
establish a definite relation 
between the size of the respondent firm 
and the use of term loans, on the evidence 


available. 


(0) The greatest part of the respondents 
have never sought a term loan and so 
report. However, in view of the replies 
to a further question about the desire 
for term loans and the fact that it is 
well known that the chartered banks' 
willingness to make these loans is 

rather limited, this should not, it is 
submitted, be interpreted as indicating 

a lack of demand for such loans. 

(c) The ratio of those reporting 

having been unsuccessful in seeking a 


term loan to those reporting having 
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1 been successful is highest for small 
2 private companies controlled in Canada. 
3 A tabulation for private companies 
4 controlled in Canada, removing 
5 comparisons with other types of 
6 companies, is given below. It shows 
7 that, among the respondent firms, there 
8 was a relation between size of firm 
9 and the degree of success in getting 
10 term loans (although the number of 
11 firms in the top size-class is very 
12 small). 
13 
Experience in Seeking Term Loans, 
14 Private Companies Controlled in Canada, 
15 Respondents in Size- Proportion of 
Sales Class Ciass Who Report Reporting Applicants 
16 or Applying for Term in Size-Class Who 
Respondent Loan Were Unsuccessful. 
17 
Under $250,000 16.9% 
18 
Over $250,000 
19|| Under $1 million 14.5% 


20|| Over $1 million 
Under $10 million 17 4% 


$10 Million or 


Over Boek 
All Sales Classes 16.6% 23.1% 
128. A further question on term loans was asked, 


"Would you wish to obtain a term loan (other than a loan 


/under the Small Businesses Loans Act) if such loans were 


more widely available?" The results of this question are 
summarized in Table 5. One-quarter of all tabulated 


returns have a "Yes" answer to this question. The 
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percentage of "Yes" answers is highest among respondents 
which are private companies controlled in eae There 
is no clear-cut relation between the answer to this 
question and the size of the respondent; however, the 
smallest size-class of private companies controlled in 
Canada has a higher proportion of "Yes" answers-- 43.1 
per cent -- than other group. Answers for the different 
classes of companies may be analyzed as follows: 


Percentage of Tabulated Returns Reporting Wish 
for Term Loans, by Type of Ownership. 


Private Companies 
Controlled in Canada 36.1% 
Controlled outside Canada 7.2% 


Public Companies 


Controlled in Canada 15 .5% 
Controlled outside Canada 13.9% 
Other 22.2% 
All types of companies 25.3% 
i229. Members of the Association were also asked, 


"Based on your own firm's experience with the Small 
Businesses Loans Act, please give any suggestions on how 
lending operations of chartered banks under the Act could 
be made more satisfactory to you or how the Act itself 
might be improved?" Paes were the suggestipns most 
frequently made: 

(a) that longer-term loans should be 

available‘than are now offered and that 

types of loans not made now under the Act 

should be provided for; 


(bo) that the Act should apply to larger 
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businesses than at reece The 

results of some of the other sueatienes 

tabulated according to size of sie 

may be of some assistance to the 

Commission in assessing the merits of 

this claim (See Tables 3, 5, 9 and 10 

of JAprendix. ALL, 
130. Because the practice of some Canadian bankers 
of requiring some borrowers to provide "cash collateral" 
affects the cost of credit and because there has been 
little public discussion of this practice and its 
significance, the Association's questionnaire asked the 
following questions, "Does the bank ever require you to 
keep @ minimum percentage of your loan, or a certain sum, 
on deposit as a condition of making you a loan? Has the 
bank ever raised this requirement during periods of 
scarce credit?" Answers to these questions are 
summarized in Tables 6 and 7 of Appendix XII. 
POL Respondents were also asked the percentage of 
outstanding loans they were required to keep on deposit. 
Further questions asked the nominal interest rate 
currently paid at the bank and "the effective rate of 
interest you currently pay on bank credit, taking into 
| account any minimum balance of 'cash collateral' 
requirements and any deduction of interest before advancin 
the principal and any other considerations?" 
se The facts\disclosed by the answers are: 

(a) The practice of requiring @ minimum 

percentage of a loan, or a certain sun, 


to be kept on deposit as a condition 
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of making a loan is limited in acccen 
only 31 respondénte: or 5.6 per cent 
of all tabulated patina reporting 1s 
Less than haif of these Be ee that 
the banks raised these requirements 
during periods of scarce credit, 
(b) Whereas eniy somewhat more than 
half of all tabulated returns were from 
private companies controlled in Ganeda, 
these companies account for three- 
quarters of the reports of ‘such 
Be neeais being made, 


(c) The reported numbers of cases of 


these requirements are small in all 
Size-classes, but, whether by chance 

or for fundamental, underlying reasons, 
they account for a nearly constant 
percentage -- from 7 per cent - 9 per 
cent -- of all tabulated returns in the 
bottom three size-classes of| private 
companies controlled in Canada, The 
pattern of a larger incidence of 
unfavourable experience in the smallest 
size-class of respondent, as was found 
with the ratio of unsuccessful applicants 
for term loans and difficulty with bank 
credit during periods of restricted 
credit, is not apparent here, 

(d) However, it is not possible to 


say with confidence that all the reported 
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instances of requirements to keep 

balances of particular size are 

actually "cash collateral" requirements, 

that is, the equivalent of cnceereeeen 

banking practice of requiring 

compensating balances. Some of the 

details reported in respondents! 

comments on their answers to this 

question would appear to relate to 

other banking practices, fon thermore 

it appears to be possible that 

respondents have figured the percentages 

of their loans which mst be kept on 

deposit on different bases and that 

some misunderstood the question on the 

effective interest rate; accordingly, 

no tabulations have been prepared on 

cnekaset two topics. 
i833. It appears that "cash collateral" requirements 
are sometimes the subject of bargaining, in as much as 
respondents report having successfully refused requests 
for such compensating balances, one securing instead an 
overdraft, with interest paid on the net overdraft, 
134. It may be worth noting that some respondents 
of whom the banks do not make “cash collateral" 
requirements report paying bank interest rates above 6 
per cent, 
135; A complaint voiced by manufacturers answering 
the questionnaire is that bank loans on 2 demand basis 


are often unsuited to the needs of manufacturing. One 
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respondent put it this way: "Had a bad experience with a 
chartered bank about 1952. Biggest complaint with 
chartered banks is their demand loans for one-year term. 
You can't properly plan a manufacturing bMive eter only one 
year ahead, Two years would be better, five years 
better stili". Another comment: "The bank is all right 
up to slightly less than one year, But too dangerous 
for longer periods", Still another says "Short-term 
loans, the only ever available to us, are unsuitable for 
expansion or development....Had long-term loans been 
available, we would have a larger industry today." 
Another suggests: "Six to twelve months notice of 'call' 
for all loans tee permit manoeuvering"; he is presumably 
thinking of loans to manufacturers. Still another 
comment: "The main problems which we have encountered in 
the past in our dealings with the banks has been the 
tendency for the bank to operate on a shorter cycle than 
our requirements, While our short-term financial . 
forecast must be at least six months ahead because of our 
manufacturing cycle, the bank seems reluctant to commit 
themselves beyond three months. This tendency was 
apparent prior to 1959 but is not so now." These are 
just a sampling of similar opinions expressed to the 
Association. 
Appendix IV 

THE INDUSTRIAL DEVELOPMENT BANK 
136, All members of the Association were asked the 
following question: "Based on your own firm's experience 
with the Industrial Development Bank, please give any 


suggestions on how the service or policies of the 
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1| Industrial Development Bank could be improved,” 
2) 137. A large number of comments were received, both 


favourable to the Bank and of a more pattees enaracter , 
The former type of comment consisted chiefly of 
testimonials to the assistance which the Bank had been to 
individual firms; the latter type were more eer onee 

but constituted repetitions of certain specific criticisms 
or suggestions in many cases, 

230. Some of the suggestions and criticisms brought 
to the Commission's attention in the main body of the 
submission might perhaps be listed again here with some 


expansion where that is possible. These comments or 


criticism were: 
(a) That loans for a longer period are 
required. Some respondents thought 
that terms.of 10 years, 15 years or 20 
years should apply in circumstances in 
which they had found the Bank willing to 
lend only for shorter periods, "Ten 
years is too short on purchase of plant 
buildings and land", ore respondent 
commented, 
(bo) That excessive security is required, 
making other financing elsewhere difficult. 
As one manufacturer put it: "The 
Industrial Development Bank insists on 
too much security and this limits the 
interest of shareholders ‘in purchasing 
aie shares and limits somewhat other 


banks as to their interest." Another 
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Terente, Ontario 
1 suggested the Bank could improve its 
2 service by "not attempting to tie up 
3 every nut and bolt in the place as 
a security; in the event additional funds 
> are required there would still be some 
6 security left as collateral". The 
7 creditor's view of the same alleged 
8 policy of the Bank was expressed by a 
9 manufacturer who said: "We take a 
10 close look at customers who have I.D.B. 
11 loans; I.D.B. ties up the customer's 
12 assets so tightly that, in ease of 
13 bankruptcy, we stand a poor chance of 
14 recovery as we are an unsecured creditor," 
15 Another respondent said: "The practice 
16 of requiring chattel mortgages in 
17 excess of the value of the loan is, we 
18 feel, completely unnecessary." Others 
19 were critical of the practice of 
20 requiring personal guarantees from 
Al directors of a company. Related to 
22 cviticisms of security requirements 
23 were complaints about excessive 
24 restrictions on the management of a 
oes company having an outstanding loan. one 
26 respondent said the Bank could improve 
27 its service by "not restricting a 
q company too severely once a loan is 
29 made. This could be done by working 


" more closely with the company on 
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1 completion of loans." (This company 
2 noted, Setar that its relations 
> with the Bank had always been very 
4 cordial). ' 
5 (c) That initial repayments on new 
6 loans should be delayed, One 
7 respondent suggested there should be 
8 no principal repayment during the first 
9 one or two years of a loan, Another 
10 said that "repayment of I.D.B. loans 
11 commencing almost immediately after 
12 receipt does in fact consume the profits 
13 from the expanded operation. When 
14 this situation exists for a period of 
15 years, little benefit in increased 
16 capital from profits occurs. HEASE RBS) 
17 loans with postponed repayment of 
18 prineipal would be useful." 
19 (d) That loans shoyld be made for more 
20 venturesome purposes, with more 
On attention paid to the potential of the 
22 business, Some expressions of opinion 
23 to this effect are as follows: "The 


I.D.B. should be permitted to carry a 
percentage of its profit in ‘risk 
capital' financing. The policy should 
accept the likelihood of substantial 
losses from a percentage of such 
financing which would be more than 


recouped from successful ventures," 
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1 "Investigators were interested only 

- in present company earnings." 

3 "Provide a less restrictive nature 

4 to policies of I.D.B. to allow more 

5 risk capital secured only by the 

6 qualifications and abilities of 

7 management and small business and 

8 optimistic outlook on the possibilities 
z of growth potential," 

10 (e) That care, or more care, should be 
11 taken not to cause uneconomic expansion 
12 of particular industries. One 

13 spneceenee of this viewpoint was as 

14 follows: "We have been greatly assisted 
15 by the officers of the I.D.B. and their 
16 financial investment has helped 

17 tremendously in our expansion, We 

18 note that this assistance sometimes 

19 reacts unfavourably when their assistance 
20 leads to over-production in a certain 

sl industry and in a certain area, More 

22 attention could be given to this 

23 economic issue." It might be noted 


that another respondent believed that 
small business could through the 
Industrial Development Bank get funds 
for expansion purposes "on terms and 
at costs which are not available to 


large businesses." 


(f) That loans should be made for 
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purposes for which a respondent 
asserted they are not made, or not 
often made, now, such as the 
acquisition by employees of a U.S. 
subsidiary, for short-term financing 
or woDpking capital purposes, to 
consolidate existing debt, to aid the 
marketing of machinery made by a 
manufacturer by providing funds to 
finance leasing to customers and for 
the acquisition of a poorly managed 


business for expansion purposes, 


Appendix V 

PENSION PLANS 
139. In the year 1960 contributions to pension 
plans, as reported by the Dominion Bureau of Statistics 
("Trusteed Pension Plans, 1960", page 9), were as 
follows: 
Trusteed Pension Plans $393 million 


Insured Plans: Life Insurance Companies 
Group Annuities Only 146 million 


Canadian Government Annuities: Group 
Annuities Only 30 million 


The assets in these plans in millions of dollars were, 
respectively: 3,616; 1,208 and 600. With the 
restrictions on investments imposed by Canadian and 
British Insurance Companies Act, it is obvious that a 
large part of the contributions and the assets are not 
available for investment in industry. 


140, While the assets in pension trusts, totalling 
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$3,616 million in 1960, are not now restricted to exclude 
investment in industry and under abet trust agreements 
the trustee has freedom of action within the investment 
powers provided, most investment péntteiios reflect the 
restrictions imposed from 1950 to 1957 by federal 
legislation, A breakdown compiled by a consulting 
actuary of pooled funds maintained by three trust 
companies for pension fund investment reveals the 


following distribution: 


Obligations of Government in 
(Canada, Provincials, 


Municipals) and Their Guarantees 39% 
Corporation Bonds 35% 
Mortgages 6% 
Common Shares | 17% 
Other 3% 
PAL The assets of $1,208 million in insured pensio 


Diens are restricted to 15 per cent investment in 
€quities except for segregated plans. 
142, None of the assets of Government Annuities 
contracts, totalling $600 million in 1960, are invested 
in Canadian business and industry. 

Appendix VI 

FOREIGN EXCHANGE 

143, In the questionnaire which the Association sent 
fo all its members seeking background information for use 
in the preparation of its submission, questions were 
included on the experience of manufacturers with 
fluctuations in the foreign exchange rate, While these 
questionnaires were being filled out, the Government 


announced the adoption of a fixed rate of exchange and a 
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further devaluation. 

144, The shanGice1Sanpantancodos the answers was 
greatly reduced by this poscees and the Association 
decided no recommendations on the see ecesaee eadiéed for, 
But as some of the answers may be of interest or value to 
the Commission, they are summarized in Table 8. 

145. Returns postmarked May 2nd or earlier were 
separated from the others for purposes of tabulation. 
(The new foreign exchange rate policy was announced on 
the evening of May end.). However, a study of the two 
sets of results would seem to indicate that this 
occurrence during the filing of the returns made very 
Little, if any, difference to the replies. The 
percentage of all those returning questionnaires who 
answered the questions on foreign exchange was higher for 
every question among those respondents mailing returns on 
May 3rd or later, but the difference was substantial only 
in the case of a question asking about the effects. on 
export sales. 

146. The percentage of firms stating whether or not 
they buty or sell foreign currencies for use in their 
businesses to any appreciable extent was almost the same 
for the two groups. (About one-third of all those filing 
returns, and almost the same proportion of those 
answering the question, state that they do buy or sell 
foreign exchange to an appreciable extent). 

147. One conclusion which emerges clearly is that a 
large number of the respondents approve of the principle 
of a fixed foreign exchange rate. Some 43 per cent of 


those mailing returns before May 3rd said they would like 
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to see a "pegged" exchange rate; about 49 per cent of 
those mailing returns later answered similarly, (In 

this apatenoes) it is conceivable that the announcement 

of the fixing of the rate influenced the answers and 
raised the percentage of thosereporting approval of fixed 
exchange rates). 

148, Most of those who did not answer "Yes" to 
register approval of fixed exchange rates, chose to mark 
an alternative reply, "Have no strong opinion", rather 
than answering "No" to register disapproval of fixed 
exchange rates. In all, about 11.8 per cent of those 
answering the question said they did not like a fixed 
exchange rate, as compared with 36.7 per cent who said 
they had no strong opinion and 51.6 per cent who approved 
of a fixed exchange rate. However, less than a majority 
of all those filing returns answered "Yes" to this 
question. 

149. Members of the Association were also asked 
about their experience with the depreciation of the 
Canadian dollar (that is, the depreciation preceding the 
May, 1962 devaluation). The replies may be analyzed as 


follows; 
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Effects of Exchange Depreciation 


All Resporidents 
All Returns Answering Questio 


Depreciation increased : | . 
export sales 11.8% 21.24% 


Depreciation increased 

domestic sales because 

of higher prices for 

imports competing with 

respondent's products — 16.9% 20.8% 
Depreciation increased 

costs because of higher 

prices for imported - 
materials or parts 76.5% 86.2% 
Depreciation caused 

respondent to make, or 

contemplate making, new 

products in Canada which 

because of competition 

would not have been possible 

before 15.3% Ge 

TU. The number reporting an increase in export 
sales should be compared with the number of firms engaged 
in exporting. Since firms were asked to answer only if 
they export, the 21.2 per cent of those answering the 
question would seem to apply for this purpose. However, 
@ considerably smaller number of firms replied toa 
question in another section of the questionnaire by 
stating what percentage of their sales are accounted for 
by exports, It would seem possible that some respondent 
misunderstood the question on the effect on exports of 
exchange depreciation and reported no increase in exports 
when they do not in fact export. Those reporting an 
increase in export sales attributed to exchange 


depreciation are equal to 24.5 per cent of the number 


reporting elsewhere that some percentage of their sales 
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1/\is being exported. 

97151. The number reporting increased domestic sales 
3|| because of depreciation of the dollar amount to Asp per 
4| cent of those who gave a definite positive or negative 

5) answer; a number of others checked an alternative answer, 
6| "Little or no import competition". 

:), Baye Similarly, the number of firms stating that 

g| they have raised prices because of higher costs resulting 
g| from depreciation should be compared with the number 
10||Teporting higher costs from this cause, The former 
41)number amounts to 39.2 per cent of the latter, with almost 


12211 the remainder stating that they have not raised prices, 


miio3. The significance for the economy of answers 
to these questions would, of course, be influenced by the 


size of the respondent firm involved. Because of the 


diminished practical importance of the questions with the 
Government's decision on foreign exchange policy, a size 
breakdown was not attempted. It will be evident also that 
the size of the new product programmes being undertaken — 
would be more important than either the number or size of 
the respondent firms planning them. Some of the 85 
respondents reporting new product programmes might be 
undertaking quite sizeable expenditures or increases in 
their employment. 

154. Other questions dealt with the reactions of 
manufacturers to fluctuations in the foreign exchange 


rate under the old "floating" exchange rate system. 


The results of these questions may be analyzed as 


follows: 
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1 Effects of Exchange Rate Fluctuations 
ee new Percentage of----- 
3 All Respondents 


All Returns Answering Question 


Respondents who find that 
S fluctuations in the foreign 
exchange rate is ever a 
6| Problem in day-to-day 
business operations 35.9% 39.8% 


Respondents who have 
8 refrained from undertaking 
capital investments, or 
9 reduced them, because of 
foreign exchange rate 
10 fluctuations 7.2% 8.2% 


11/155. Roughly half of those indicating that they had 


12| refrained from undertaking capital investment programmes, 


13/ or had reduced them, said that they were waiting until the 
14 rate was more favourable; the other haif checked the 
ISianswer, "Unwilling to invest at all because of possible 

16 future instability." (The significance of the latter 


17\replies in returns mailed after May 2nd is somewhat 


18/ uncertain). Again, although the absolute number of these 


19| replies on capital investment programmes is not large, 

20| the unknown size of the individual programmes would be 

21 important, 

22/156. of those who report that they buy or sell 

23 foreign See to any appreciable extent, 24.5 per cent 


24| say that they "hedge" their foreign trade or financial 


25| transaction usually or frequently. About half of these 


26 do so "usually", the other half "frequently". 
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Appendix VII 

EXPORT CREDITS INSURANCE AND FINANCING 
EXPORT CREDITS INSURANCE 
wai. While recognizing the clear distinction between 
the financing of exports and the insurance of export sales 
against political and credit risks, the Association 
believes it appropriate to make more than passing reference 
to the latter subject in this context, Export credits 
insurance is an important factor in facilitating the 
financing of manufacturers! export sales; ifae eae in 
anything beyond short-term business it has become almost 
an essential here bank or other financing assistance is 
sought. 
Types of Insurance Policies 
158. Export Credits Insurance Corporation, a Crown 
Company, provides insurance to Canadian exporters of goods 
and services to protect them against non-payment by foreign 
buyers due to credit and political risks involved in 
foreign trade. The Corporation issues: 

(a) whole turnover policies for 

consumer goods and general commodities 

which are normally sold on short credit 

date of shipment (this type of policy 

covers an exporter's entire export 

sales of such goods for one year), and 

(bo) specific policies covering capital 

goods or services sold on medium credit 

terms extending up to a maximum of five 

years, An individual policy is issued 


to cover each contract of sale. 
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In response to a questionnaire sent out by 

the Association, some members indicated that the 
distinction between capital and non-capital goods was a 
point on which they had had difficulty with Export credits 
Insurance Corporation. This, of course, is a technical 
matter; it is not possible to lay down any hard and fast 
rules for distinguishing between the two categories and 
borderline cases must be individually considered, In 
deciding whether the goods in question can be considered 
as being in the "capital" category (so making them eligible 
for insurance coverage on a medium rather than a short- 
term credit basis) the Corporation advises us that they 
base their decisions on what the terms of trade for such 
goods are internationally. In this area of Pacer the 
Association suggests that the Export Credits Insurance 
Corporation should be as liberal as possible in its 
interpretations since export credits Soacneree coverage is 
often essential in securing the necessary financing of 
such export transactions. 

Principle of Co-Insurance 

160. The principle of co-insurance applies to all 
policies issued by the Corporation; in the event of a loss 
being incurred the Corporation pays up to a maximum of 

85 per cent of the amount of any loss and the exporter 
bears the balance. This principle is followed because 
it is considered that an exporter should have a 

continuing interest in the collection of each account 
insured; in this way it is felt that.a restriction is 


placed on the indiscriminate extension of credit, 
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Coverage 
Lol. To obtain insurance coverage, an exporter must, 


as a general rule, insure his exports to all countries. 
He may, however, exclude: | 
(a) sales made against irrevocable letters 
of credit, 
(b) sales to buyers in the United States 
of America, and 
(c) sales where the foreign buyer is a 
subsidiary of the Canadian exporter, 


soya Some members of the Association have stated 


that they would prefer to see arrangements under which the 
would not have to insure all of their exports; some of 
their export sales are to customers where they consider 
that there are no risks of loss. They feel that having 
to include such sales in the overall total on which 
insurance premiums are paid to the Corporation results 

in too high an insurance cost. Because of this, some 
companies have preferred not to insure and have assumed 
any risks themselves. 

163. The Corporation's policy of requiring all 
export sales to be covered (other than the three exception 
noted above) is based on the principle that there mst be 
@ broad spread of risk and that with this the Corporation 
can quote rates which are moderate and competitive. The 
Corporation has stated that country selection can be 
costly and that experience has proven that there is a real 
risk of loss on shipments to any country in the world, At 
the same time the Corporation is prepared to make an 


exception in certain circumstances as long as the balance 
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of the exporter's sales to be insured provides the 
Corporation with a broad spread of risk. eR erras an 
exporter, who may wish to secure coverage without having 
to include all his export business, is not: precluded from 
applying to the Corporation for coverage on this basis. 
164. The Association appreciates the soundness of the 
principle of spreading insured risks as widely as possible 
but suggests a review by the Corporation of this aspect 

of its policies with a view to devising some means of 
relieving exporters of the cost of insurance premiums on 
that portion of their sales which they believe it 
unnecessary to cover. 

Premium Rates 

165. eens quoted to each individual exporter 

are based on the class or type of goods sold, the 
countries to which they are shipped, the credit terms, 

the volume of the exporters's annual sales, the spread of 
risk afforded to the Corporation, and the exporter's 
previous toss experience. 

166, Export Credits Insurance Corporation has stated 
that it has a continuing policy of reducing premium rates 
progressively, that its aim is to provide insurance on a 
cost basis and that the Corporation is not out to make a 
profit; in other words, its objective is to change 
premiums at rates which, in the long run, will meet its 
operating expenses and the net claims which it has to pay. 
Since the Corporation's inception in 1945, the average 
premium charged on short-term credit risks underwritten 
has been less than two-thirds of 1 per cent, while in the 


case of medium-term credits the average premium has been 
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Beperecents.. For all risks, as a guvies the average premiu 
has been one per cent, 

167. Several members of the Association have stated 
that they feel that the insurance premiums charged are 

too high. It is, of course, only prudent that the 
Corporation's rates should be set at a level which will 
result in some reasonable surplus being shown in order to 
provide for any claim that may arise in respect to insured 
export sales outstanding. But, as at December 31st, 1961, 
the Corporation showed that the excess of its premium 
income over operating expense and net claims paid for the 
seventeen years Pines the Corporation commenced operations 
in 1945 amounted to approximately $1,965,000, equal to 
about 28 per cent of its gross premium income over this 
period of time. It is possible that a somewhat lower 
level of excess premium income would have been satisfactor 
and that the Corporation's premium rates could have been 
lower than they have been. Had a portion of the surplus 
been utilized to reduce premiums, it would not likely have 
resulted in any significant lowering of rates charged, 
certainly in the case of short-term insurance policies 
Where the average premium levied has been less than two- 
thirds of 1 per’ cent. In the case of medium-term credits, 
where the average premium charged has been 3 per cent, 
individual contract values are often very sizeable and 

may total some millions of dollars; in such cases a 
premium difference of even one-half of 1 per cent can 
amount to a significant sum, It is suggested that the 
Corporation give particular consideration to the effect 


on exporters' costs and their competitive position 
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where medium-term credits for major capital goods 
contracts are involved. 

168. In making this suggestion, however the 
Association would point out that, in its aides in order 
to strengthen the Corporation's position so that it may 
use to the maximum extent possible the gross surplus Hon 
on its normal operations in order Uawedaee premium rates 
to the minimum prudent level, the ayes area requiring 
consideration is that relating to the Corporation's income 
tax position and this is dealt with separately below, 


Effect of Income Tax on Position of Export Credits 
Insurance Corporation 


169. The Corporation.'s net income before tax 
consists of excess of premium income over operating 
expense and claims paid to policy holders, and interest on 
investments (largely representing the Corporation's 
capital and underwriting reserve). 

LTO. The Corporation is a@ proprietary Crown Company 
listed in Schedule "D" to the Financial Rawitis spat! on 
Act and is subject to income tax. During its first 
fifteen years of operation, the Corporation did not have 
to pay any income tax (except for the year 1954 when some 
$300,000 in taxes were paid), on the basis that it would 
be first allowed to build up out of its annual earnings 
an underwriting reserve of $5 million. This point was 
reached in 1960 and since that time the Corporation has 
had to pay income taxes, which for the year 1961 alone 
totalled $740,000, The Corporation's net income for the 


year 1961 consisted of: 
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1/ Excess of premium income over operating 
expenses and claims paid to policy holders 


2|| (net) $ 810,000 
3] Interest on investments 678 , O00 
4| Gross income before tax 1,488, 000 
5) Provision for income tax 740, 000 
6| Net income for the year $ 748 , 000 
7 
8] 171. As stated earlier, the Corporation's aim is to 


9| provide insurance on a cost basis, its objective being 
10| to charge premiums at rates which, in the long run, will 
11| meet its operating expenses and the net claims which it 
12 has to pay. Because the Corporation has had to pay 

13| income tax for 1961, the sed aut of the excess of premium 
14| income over expense and policy holders! claims (net) for 
15 that year which could have been used to reduce future 


«16 insurance premiums in line with the Corporation's policy 


17| of operating on a cost basis has been very materially 
18| reduced, viz., from $810,000 to one-half that amount, It 


19/ 4s Significant to note that gross premium income in the 


20 same year was only $744,356. 

21| 172, The Association considers that the Corporation 
22/ should not have to pay income tax. In other countries, 

23|| the agency responsible for extending export insurance is 


24| usually a government department (rather than a separate 


25| government-owned corporation, as is the case in Canada) 


26| and does not have to pay income tax, It-is pointed out 


27/ that a somewhat comparable institution in Canada, the 


2%) Industrial Development Bank, is placed in a different 
29 category of government agency and is not subject to 


0 income tax, The Association recommends: 
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(a) that the portion of Export Credits 
Insurance Corporation's net annual 
earnings represented by the excess of 
premium income over operating expenses 
and claims paid to policy holders should 
be exempted from income tax so that the 
Pui amount of such excess will be 
available to reduce premium rates, and 
(bo) that, whilst it might be considered 
that the part of the Corporation's annie 
net earnings which is accounted for by 
interest on investments should be subject 
Go income tax, this part of the net 
earnings should also be exempted from 
income tax and that the whole of such 
portion of the earnings be used to 
further build up the Corporation's 
underwriting reserve. 
e3's The adoption of these recommendations would 
enable the Corporation to carry out fully its aim of 
providing insurance on a cost basis, thus improving 
the competitive position of Canadian exporters, and would 
at the same time serve to build up the Corporation's 
financial reserves. 
EXPORT FINANCING 
Short-Term and Medium-Term Financing 
L174. If a company secures an export order which 
is covered by an insurance policy from Export Credits 
Insurance Corporation limiting the liability of the 


exporter to 15 per cent of any loss which may be incurred, 
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it should be able to secure the necessary financing in 
addition to the total amount of financing it otherwise 
requires to cover the balance of its business. The fact 
that Export Credits Insurance Corporation, which is 
responsible for 85 per cent of the net loss, will agree 

to pay any Canadian chartered bank the proceeds of any 
claim payable under a policy should help an exporter to 
secure the additional financing required. 

Lg gos From replies received to the Association 
questionnaire on the subject, however, it is apparent that 
some exporting members still encounter difficulties in 
financing export sales providing for short and medium 
credit terms, In the few cases where problems are 
reported in short-term financing there may be indications 
of a need, as has frequently been suggested, for re- 
discount facilities for insured export paper where 
recourse would be limited to his 15 per cent share under 
the co-insurance principle. This matter should be 

given further study. 

176, The position of Canadian exporters from the 
standpoint of securing necessary additional financing 

for medium-term export business has recently been improved 
by the setting up of Export Finance Corporation of Canada, 
Ltd., which was organized by the chartered banks 
specifically for the purpose of financing medium-term 
export paper against the security of policies issued by 
Export Credits Insurance Corporation. 

177. As stated earlier, the maximum (and usual) 
portion of any loss for which Export Credits Insurance 


is responsible is 85 per cent, leaving the exporter to 
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1) bear 15 per cent. In the case of medium-term scmaactar 

2 Bs. involving terms extending ome five ‘years after 

3| date of shipment, the exporter can accordingly be on risk 
4| for a fairly lengthy period of time. A transaction 

5| involving four or five year terms would likely be of 

6| fairly substantial amount, with the result that even with 

7| @ limitation of 15 per cent the gross contingent liability 
g of the exporter could amount to a substantial sum of money}. 
g| In such cases, an exporter in establishing his selling 

10| price would almost certainly have to Meetnce Line nas 


11| costs a special reserve in recognition of the possible 


42|| loss he might have to face, In some cases, the size 

13|| of the possible loss to an exporter under the present co- 
14|| insurance arrangements could be such that it would be 

15| High in relation to the exporter's overall financial 

16| Strength, with the result that he might be precluded from 
17| receiving the necessary financing, even though he were 

1g|| @ble to secure export credits insurance. Ttei9 

19) understood that. in some countries the agency responsible 
20| for extending export insurance is prepared to insure to 
91| 2 greater extent than 85 per cent and have been known 

97| to grant coverage up to as high as 95 per cent. 

93| 178. The Association recommends that consideration 
94| be given by Export Credits Insurance Corporation to 

95) increasing the percentage of loss for which it will be 

| Tesponsible in appropriate cases involving medium-term, 


97) credits in order to assist exporters: 


28 | (a) to reduce their costs, so placing 
29 them in a more competitive position, 
and 
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(b) to secure the additional financing 

required to support such export business, 
Long-Term Financing 
To. In 1961, the Government introduced long-term 
financing facilities for export sales of capital goods. 
As a result of these new facilities, Canadian exporters 
have for the first time been placed in a position to 
compete for this type of business in world markets. 
Since the introduction of this new legislation a 
substantial amount of new export business, which vont 
not otherwise have been secured, has been obtained by 
Canadian manufacturers, 
180. The new direct long-term financing programme 
is administered by Export Credits Insurance Corporation 
on behalf of the Government. Under the new neearee ne eee 
the Canadian supplier does not himself have to supply the 
eredit and accordingly no export credits insurance is 
required as in the case of medium-term exports, 
Promissory notes or other payment instruments for amounts 
due under the contract are given by the foreign buyer to 
the Canadian exporter and cheese in turn are guaranteed 
by Export Credits Insurance Corporation without recourse 
against the exporter. The exporter may then sell the 
guaranteed instruments at full value and accordingly 
receives payment for his contract by the time he has 
completed delivery. 
181. The present system calling for this issue of 
promissory notes by the foreign buyer to the Canadian 
exporter, the guarantee of the notes and then their 


subsequent sale appears to be somewhat cumbersome and the 
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1/ Association suggests that the provisions of Section 21A 


2 


3 


s 


5 


6 


of the Export Credits Insurance Act be re-drafted so 
that the procedure is simplified. 
182. During the past year, since the new direct 
long-term financing arrangements were provided by the 
Government, Export Credits Insurance Corporation has 
signed contracts covering approximately $50 million of 
capital goods sold in foreign markets, in G0aivion, 
commitmeits have been given to Canadian exporters in 
connection with the financing of prospective export orders 
totalling in excess of $100 million. The $50 million 
of contracts which have already been signed have been 
with six companies, a11 of whom are members of this 
Association. The executives of these companies have 
all commented most favourably on the calibre of the staff 
of Export Credits Insurance Corporation and have spoken 
highly of the wholehearted co-operation which the 
Corporation has shown. Applications to the Corporation 
for long-term financing have been handled expeditiously 
and with a minimum of delay. Negotiations for long-term 
financing contracts necessarily involve the advice and 
assistance of the Department of Trade and Commerce, 
supported by its representatives in overseas countries, 
and these members of the Association have also paid high 
tribute to the co-operation and assistance which has been 
received by them from Canada's cverseas Trade Commissionens. 
Appendix VIII 
SUFFICIENCY OF SUPPLY OF CAPITAL 
183. The Association asked all its members: "Can 


you get sufficient short-term capital? Can you get 
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1! sufficient long-term capital?" Answers are analyzed in 


2| Tapies 9 and 10. 


w 


184, Of all respondents to the questionnaire, 6.5 


> 


per cent said they could not get sufficient short-term 

5| capital. Non-response to this particular question does 

6} not affect the result mich, since 7.4 per cent of those 

7 answering the question said they could not get sufficient 
8]| short-term capital. 

9} 185. By comparison 18.1 per cent of all respondents 
10} to the questionnaire, and 24.9 per cent of all those who 
11] answered the question, said they could not get sufficient 
12/| long-term capital. 

13] 186, Some 83 per cent of ali those firms reporting 
14| insufficient short-term capital and 90 per cent of those 

15/| reporting insufficient long-term capital were private 


16 companies controlled in Canada. (The latter classificatio 


17| of firm constituted, by comparison, 56.2 per cent of all 
18 respondents to the questionnaire ). 

i 187. The numbers of reports of insufficient capital 
20| from other types of firms were small and do not present 


21| any clear pattern when broken down by size-class. 


22 However, a comparison of size and the percentage of 

23| reports of insufficient capital shows that the smaller 
24| firms have the highest rate of such reports for private 
25 companies controlled in Canada answering the 


26 questionnaire, 
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Percentage of All Canadian-Controlled Private 
Companies Reporting Insufficient Capital, by 
Sales Class 


Insufficient Insufficient 
sales Class Short-term Capital Long-term capital 
Under $250,000 18 .5% 40, 0% 

Over $250,000 

Under $1 Million 10.5% 33.9% 
Over $1 Million 

Under $10 Million 4 3% 19.1% 
$10 Million or Over Nil 11.1% 
188. While there might be differences in the 


definitions of long-term capital used by different 
manufacturers, it seems likely that the over-all pattern 


of the replies has not been affected greatly. What 


definitely would make a difference to the interpretation 
of these answers, of course, is the varying ability of 
respondents to absort extra capital; it was not 
considered feasible to take this into account in the 
questions as it would have required a detailed saan 
into each firm's financial position, which might still 
not provide the complete picture. The answers, however, 


may shed some limited light on the incidence of 


difficulties in obtaining capital among those answering 
the questionnaire. 
Appendix IX 

ATTITUDE TOWARD INVESTMENT COMPANIES 
189, A question the results of which may be of 
some interest to those in a position to invest in 
Canadian industry was put as follows to members of the 
Association: "If there were more private enterprise 


investment companies specializing in making diversified 
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investments in the common stock or convertible debentures 
of small manufacturing firms not owned by the public with 
a wiew to such manufacturers expanding and eventually 


'going public', might your company be interested in 


receiving such funds?" The answers are analyzed in 
Tabierils; 
190, The question applied only to private companies, 


Almost all the "yes" answers were from companies controlle 
in Canada, although five respondents controlled outside 
Canada said they might be interested in such investment 
money. 
191. Of private companies controlled in Canada, 
25.8 per cent said they might be interested in receiving 
such investment money. 
192. It is, of course, not possible to say how many 
of those who answered could benefit from additional 
investment or eventually "go public", The results are, 
however, presented for their interest, 
Appendix X 

EQUIPMENT LEASING 
193. Members of the Association we asked: "Would 
more widely available facilities for long-term leasing 
of machinery make much practical difference to you as a 
machinery user?" Replies are analyzed in Table 12, 
194, Not quite 15 per cent of respondents to the 
Questionnaire replied "Yes" to this question, and 72.7 
per cent replied "No", The remainder did not answer 
the question. 
195°. "veg" answers were concentrated among private 


Companies controlled in Canada, where 22 per cent of ail 
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respondents to the questionnaire said more widely availabl 
facilities for leasing would be useful to them. 
196. Leasing is, of course, something which varies 
greatly in its practicability with the industry involved 
and the type of equipment used, It did not seem possible 
to take this into account in the questionnaire. If 
industries where leasing would not be expected to be 
sought could be excluded, the percentage of "Yes" answers 
among the remaining returns might be higher, 
Appendix XI 

SOURCES OF START-UP AND EXPANSION MONEY 
197. To get an impression of the relative importance 
of different sources of financing in the founding of new 
manufacturing businesses, the Association asked its 
membership: "If you commenced business within the last 
30 years, where was the first money used to start the 
business obtained?" 
198. Because percentages were asked for and these 
percentages apply to widely differing totals, average 
percentages for all firms replying would not give a valid 
measure of overall sources of capital, DG Ls, De LLeVveds 
however, that the detailed results may be of value in 
studying the needs of industry and they are presented in 
Tables 13 and 14. In view of their complexity, they wil 
not be analyzed here, but some general conclusions cn 
be drawn: 
(a) The tables show that savings are 
the most frequently used: source of 
capital for new manufacturing businesses, 


(This supports the view of the Association 
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that too-high personal income tax 
rates can hinder the ability of the 
economy to grow). 
(b) The chartered banks were the 
second most frequent source of capital 
for the reporting manufacturers when 
they were commencing business, 
(c) The Industrial Development Bank 
was the fifth most frequent source of 

capital for Canadian-controlled private 
companies, 
(d) The answers to this question are 
dominated by small private companies; 
the amounts of capital derived from the 
owner's savings in individual returns 
would point to this as the largest as 
well as the most frequent source of money 
for new small private companies. 

199. A similar question was also asked about where 

the money came from after the firm was in business: 


"During the period of becoming established, where .were 


subsequent moneys for the expansion of the business 
obtained?" The answers were tabulated only for those in 
business 30 years or less, the same group covered by the 
preceding question about start-up money. 

200. The replies are presented in Table 15. Again 
they do not lend themselves to totalling or averaging and 
are somewhat complex. A few simple.conclusions, however, 
ares 


(a) Retained profits are the source 
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1 of expansion money most frequently 
2 relied upon. 
3 (b) Of those reporting retained profits 
4 as @ Source of expansion Rega nearly 
5 one-third obtained 90 per cent or more 
6 of their expansion money from this 
7 source, Nearly 79 per cent of firms 
8 relying on retained profits obtained haif 
9 or more their expansion money from profits. 
10 (¢ ) The chartered banks were the second 
11 most frequently reported source of 
WA expansion money. The importance of 
13 the banks to manufacturers is emphasized 
14 by the fact that 81 per cent of those 
15 reporting using them to finance expansion 
16 got 20 per cent or® more of their expansion 
17 money there, 
18 (d) The Industrial Development Bank is. 
19 the third most frequently reported source 
20 of expansion money. It too plays a 
21 sizeable role in the finances of those 


who report having used it. 
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Appendix XII 
TABLES 
BOL. The following tables summarize answers to 


the questionnaire which the Association sent to all its 
members in preparation for this submission. The 
questions summarized are those referred to in the 
preceding appendices. 

202, "Total Returns" always refers to the "total 
returns tabulated" category used in the discussion in 
the other appendices, There were some returns received 
too late for tabulation, although written comments and 
suggestions in all returns were taken into consideration. 
203. It will be noticed that the answers -- "Yes", 
"No", or otherwise, depending on the question -- do not 
add up to the figures shown under "Total Returns," 
This is because of respondents who did not answer the 
particular question. A complete tabulation would 
include figures for the number of "No Answer" returns 

on each question, but this would have expanded the space 
required considerably. 

204, In Tables 13, 14 and 15, the figures in the 
righthand column add to more than the number of returns 
tabulated since most respondents marked more than one 
source of money. LA bees questions, the total 

number of returns tabulated is the number of returns of 
firms reporting that they have been in business 30 years 
or less. Although ‘other companies answered the 
question in Table 15, only those in business 30 years 


or less were tabulated, 


205. In the type-of-ownersship classification, the 
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firms and to some respondents which did not indicate type 
of ownership. 

206. These tables consist entirely of number of 
returns tabulated and of returns giving particular 
answers, Results of the questionnaire in terms of 
percentages of respondents.giving various answers are 
given for many of the questions in the saesagire 


appendices, 


bsvercqrosuiay oF Slsefaw  ennont 


| SGU eiacihat tom BLS cetike Saas of 18 
| aGesta 


r F o ” .~ ete ry Piet F v . 
> “Tecnu to Yiowlio? Jalenes- 20! tel seed? 


A.91 


ST ST TIT 


LT o€ 2S 
Te ne 8 
- = at 
2 tT = 
4 € = 
6 S 64 
S nt ne 
4 HT S 
€ S Te 
9 ca ST 
2 6 € 
€ S HT 
4 S OT 
9 8 * 


SouTyUeY pty, BxuTyUeyY pudooseg seuryUeY FeITy. 
jo roquny jo zoquny jo requny 


JueyLOdutT Jou Jr AreW JOU Op IO 


Tinp Seinjtpuedxe [ez,Ideo syezyaepun OF SUOTStToOSep ano 
UL SUOTJTpUOD OTMOUdde [etous 


yOY XB], emoouy 3y4 

tepun pe4dztmsed sezer uoT4yetoardeg 

spotsed utezize9 Sutanp fauom 4UgTy, 
Sezer JSert04UT JO suotTyenjonTy 


BSSeTO Beles LIV 


yOY Xe] emoouy oyy 

aepun pe.4ytmized saqea uoT4e Toerdaqg 

Spotted utezze0 Zutanp feuom 4yStTy, 
Bayer 4SoLe4uT Jo suoTyenyzontg 


UOTTTTH Ol§ 1eAQ SeTeS 


yOV xey, omoouy ayy 

tepun pe4ytmred saqyer uoT4yeToerdag 

Spotszed ute41e0 Sutanp feuom 1UsTy, 
694,81 JSareqUuT Jo suoTyenqonty 


UCTILTIW OT$ T9PpUn “UOTTITW T$ SeTes 
joy xey, smooduy ayy 

zepun pey4ytmszed seyer uotyetoerdag 
sSpotzed uteqi190 Sutainp feuou 4y9tTy, 
Sejel ySoreqyUt Jo suotzenjzontzy 


UOTTTtH 1§ topuq *000*OSeg SoTeS 


yoy Xe, eMooUT 94 

Zepun pey4ytmszed sezer uotqetosadag 

Spotszed uteqieo sutamp Asuou 4y9Ty, 
Seyel 4SeLazUT Jo suotzenqonty 


000 OScg tepun BeTes 


soueyToaMt fo tepizo ut yuer esealtd 


poouen{[jur 
TUuOT ISO 


UTMOT LOS ou} JO YOTUM 


ro fas Ee ow 


Cl? eee 


: — a Pd 
me Yo tetas To tsdevt to refaui 
Seaisoet bcye § sputdoel toooss = gantvnall tit 


se a¢ wilos rt o, ¢ 
C90 0252 ‘stall so) pe 
i = 


on r — Se oth fant 

at. se i Be 8 3 Secizss onl’ 
» tan ‘ “~I r é tin IT 
u aS pub yen tapll 


oo 


So he» ° Pe wail) 
Lb FeTu Torte 14 


A.92 


25S S92 2et OS 
Wagites so ot 


Sue lel 64 82 


8ST 09 €9 61 


*payernqe, surmyer [eyo], 


See tae Ge ty 6I2t  F 
Se = OE Oba 
Oe ec fewiel Vow A 
Se Es = SN Sor Sh ean 
5 eel Dae A 59. lia aaa ~is 


bL N WS Ly NSS Ss 


---13440---- Bpeueg aprsyng 
PET TOTyU0g 


BSc oct 


96 LL ESL 


92 €1 6 T 
a er A a i 
yates 


a Nee nS 


epeueg ut 
PeTTOL4U09 


~-------saquedmo) oTTQNg------- 


» 


“suoTysenb retnotzred zemsue you PtIp 
Syuepuodser suos se suanyoy T#4O] 0F Ppe jou op szoMsuy 


tE fon ty * (AT0} e10pom) S8x ty *(AT T8149 WEA SqQNB) Bex ts 


Sele os cee Oe 


he. iL 


b N W-s 


BpeUe) epTszno 
PeTTOTU0g 


Si See OG GS 3 


HeT €4 SS 4T 


epeueg uy 
PET TOITy U0 


SO8SBBTO SeTes ILy 


IAQ 
IO UCTTITH OT$ 


UOTTTITM OT$ ropun 


SUOTLTTW T¢ r0AQ 


UOTTITM I$ tepug 
*000‘0Szg aaag 


000‘0Sz3 xzepug 


US puddsoyq 
JO SSBT) SOTEC 


——aomenn Prime) of fd eae eee ARTO 


Cigetam (af foro PaLi ows be fiorei re 


anQ saint: S fi thats beet mbps) até 


6 othnl? oolao 


ee 
moh am 


46,0752 wotead 


A.93 


LSS ey Le ST 6 + €h 3 Fé gs 6h 4 Set SOt 1 ETE Gee 29 
tT 65 «= = = = 02 | eis 92 Comma 9T 5 EE a gx 
942 461 ze Zz t * €z 1h Bae 92 C2 cal 0g Lo «iT SIT 68 61 
8ST Slice € z T “ ie - S € T 92 A ae ra T6 Sz% 
zg dh 42 eT gf - - - ay ti € 5 ae $9 6€ lz 
Ssuinjoy ON Seq, summyoy ON Sex surnzoy ON Sse sum yoy ON saz sumnjoy ON sez suinjgoy ON Sez 
Te4Ooy T8407 T2430] Te4Oy Te40O] TB4O] 
enero Teyop----- 9 ------suzty----- Bpeueg eptszng epeue) uy epeueg eptsyng Bpeuey) ul 
12440 PeTTorzUO) PeTTOLZUOH PeTTOT4ZU0g PeTTO14U09 


oe setuedmog OT[TqQng--------- 


FUTeFqO UT AP[MOTSJtp savy WITy AMO 


Pid  #uoTzso 


T 40 9561 UT FTpeto YuEq portsep 


€ @idVb 


SOSSETQ SOTeS IIy 


I3AaQ 
tO UCTTITM OTS 


UOTTITH OT$ tepug 
‘UCTITIN T$ reaQ 


UOTITTH T$ repug 
*000‘0Sz$ reaQ 


000‘0Sz% atepug 


yUSpudodsay 
JO SSBTQ SeTeg 


+ 


df boriesh actoisdds gi ctleottiih ov 


ee a as nee . as 5 — 
AS iasdsid so fiduG—-—--.~. +a eee Reo? 
= ; 
ge f iaiand i } belt et 
rut : , n aon oa LRT oO" 
TE sree j j- eb betiG ; 


> sual seiad 


a, © rsa 
obit ia 


A.94 


*suotqysenb relnot4y1ed reasue you ptp 
Spuspuodser omos se SsUINyoYy [e40], 04 pps jou Op sreMsuy 


*payernqe, suinjert [ejoy 2 fuBeo,T B Yons 4yysnos reAoU aaey tN SAT [njJsseoonsug ip ‘AT [NjJsseoong tg 


25S 9SE€ ST 16 GincOls ec Sr) kta Pikants eS 62 T 81 Sct eho Ae ce €lT€ 912 2@I Oh SesseTD SeTes TLY 
“<0 cma0 lee lee Scant 25109 Fiske along: 6 ar ae Ty IAA 
IO UOTTITH OT$ 
one 2ST € Bh Caen eae Comp ty) umerae 4] Seon Ee tes Gi 08° "64. == ST SIT T8 2 8T UWOTTITW OTF topug 
‘UOTTITN T$ 2049 
eSt 601 S$ 9T Ce ae sd ie gh oe eg er ra So. Zt ae tet 29=. <G -£T UOTITIN Tg Tepug 
*000'0Szg t0eaQ 
oo) 15 1-6 8 Clade ae a Pa oar eee ae € Ge a 69 2h S$ 9 000'0Szg stepug 
tea iat.  S ce R08 ie ene 4S iy acer ces Dia a hes > al wenn oes ~ quopuodseg — 
: JO S8BTQ S8TBS 
------[8}0],----- ----8M.ITJ--- BpEeuBy eptsyno epeus) Uy Bpeue) eptsyno epeuey) Uy 
129440 PeTTOr4U0g PeTTOrzUO0H PeTTor4U0D PeTTO14m09 
-------- seyueduoy OfT[qng------- ---------So0yTuedmo) a4Batig-------- 


4844--yueq petejreyo B WOLF UBOT Wlo} B UTBIGO OF poeqaulofze TIOAD NOA BABY t2U0T4S9 


4 TV 


Bae) ast. eo cent ORAS 
a rvo-e irxt e Te Zz tread i wre 
Tie ats sehr eanot aeeiae Gi for oj pore assy 


a camnd tee — 


+7 


- ne 


=eveu 


A.95 


*suot}senb rertnotqyzed aremsue you ptp 
Sjuspuodser emos se suINzoY Te4O], 04 ppe jou op SIomsuy 


LSS cic Tyt- Ot ai eh cr 9 8S Vee Soller os €l€ 64l ELI sessetg sotes {ty 
cannery «green agen ae = = 0d 6 q 9¢ ST S 9T Git 6 € C TAQ 
IO UCTTTIW OT$ 
942 SST On 2 T - €2@ eta tc 92 6v 1-4 08 6S ¢ SIT 65 SE UCTITTH OT$ tepug 
‘UCTTTTH T$ reag 
8ST 84 8h € Sey 2 ee S totes 92 AS a Wet 0 gS LY UCTITTW I$ tepug 
*000'OSzg rea 
ras] OF ze €T 6 t z “ T i z € T = 69 ClO 000'0Sz¢$ repug 
suinjeyg ON saz suinjey ON Sez sumnjiey ON Ssoaz suinjoy ON sez suinjey ON soz Sudnjey ON sez ~ quepuodseg 
[B40], [#7 07, T#4OL TeyOL T84OL TROL JO SSeTQ SeTes 
------ [Te}yoO,----- ------SUITgq-~--- epeuey epts4yno epeuey) ul epeue) eptsino epeue) Ut. 
T2440 PeT[TOrzU0N Pe TTOtzU0HD PpeT[Torzuoyg peTTorzuo0g 


[Optm Sion Odom SueeT yous ft (yoy SueoT BesSoutsng [[eug ou} 
UeOT Wie}, B@ UTeIGO OF YSTM NOX p[NoM UOT ISO 


Z91G2T[ Tene 
Zopun ueol, e uey} Loyzo 


G ald Vb 


erat 


[aur 8S. 


- 


A.96 


“suotysenb retnotyzed rzemsue you prp 
Sjusepuodser amos sv suINzeY [eqJO] 04 ppe jou Op Sieasuy 


LSS 9Th TE 8T ry a | eh GG 2 8S 1 Sor Sear A €T€ SS¢ 4% SoSSeTQ Sates TTy 
TZ €S i = = = 02 qT T 9¢ 02 E oT el = 6 Z = I2AQ 
tO UOTTIMW OTS 
94z car “at Fe it = €z oT. I 92 Ze 0g 94 2 STT 26 9 UCTIITW OT$ repug 
‘UOTTTTW T$ teag 
gST 21 ar Al ne 2 - = = “ S € = 92 Si alae eT a6> TT UOTITTW T$ tepug 
*000‘0Sz$ teag 
As] sy €T g T 7 3 = u! i = € = = S9 #15 TG 000‘0Sz¢g$ szepug 
suinjey ON Sex suinjey ON saz suInjey ON SoZ sumnjey ON saz suIn}jsy ON Seq sumyey ON Seq —jWSpuodsag— 
T? }0L T840L Te7OL T2405 T8740, Teo] JO SSID SaTeg 
------ [#4 0],----- ------sUITy----- Bepeuey) aptsyno epeue) ul epeuey eptsyno epeuey ur 
340 peTlToryzuo0g PpeT Torq U0g PETTOr4U0g PeT[Or4U04 


9 WIdVb 


ye wwvecanerthiesraed ster tt 


: ? ~ é PP mre > 
eff Seller 
" pian? el A sboan! 
Soni Ap I 
ino! an 
~ > “7 o4 « bd - 
si 2; it . er «3 me 
° abe oe => oo ae el 
* *,.. bs 
} ral * 
* . 
né ¢ 
_2 4 4 7 
ha o - 
— y 
~ . ~- - - - 
~ < 
inahoew at wya- cr ee te Of Bd ‘sti ovens 
cofisech sale tae sonia Jow SD) 
, 
i 
= . lionel < ‘ ce = 


A.9T 


LSS tht €T 
TZ Zt i 
942% io eG 
9ST Ty 
Ae] cae S 
Suinjeq ON So, 
T2704, 
~—---— Te305---—— 


eT € € 
A -_ -_= 
€ T i! 
€T cA 2 
Suinjeqg ON Sez 
T?4OL 
a SuLti{—--——— 
19440 


é} tpeto 


eh A ie es Oe a dl  € 
02 4] e 9¢ vs 1 
€@ 8 = 9e S @ 
- - =- S : T = 
= = = < T = 

surnjzey ON sea surnjey ON Sez 

[870] Te4OL 

epeueg eptsyng epuuey Ul 
peTTorzzUoO peTTorzuU0g 


doieos JO SpOTtse 


Tinp JUoWettubel Sty} peStert yueq Oyj Sey 


2 dvb 


*suotqysenb retnotyred zeMsue you ptp 
B4uepuodsar ouos Se SUINzJaYyY [BO] 0} ppe you Op s.2oMSuUyY 


cel Lo €le eg od 
9T ui = 6 Z = 
08 Glee 1 Stl pee 
92 4 = yet ce CE 
S = = 69 02> EE 

BuINn}JeyY ON Baz suinjey ON sez 

[B40], T87O], 

epeuBy eptszngo wpeueg uy 
PIT TOL}U0D PET TOLzU0g 


U0}; 4Se 


Sesse[) SeTeS TIly 


I2aQ 
tO UOTTITN OT$ 


UOTTITW OT$ Tepug 
‘UOTTTTN T$ 1049 


UOTTITN T$ repug 
*000'0Szg re8AQg 


000'0Szg tepugq 


yuopuocdsay 
JO 8S8BT) SeTBs 


of ldut~+--—2-~ ween - = ba hasqag) atarirt 


DO al 


my bel foxtneo 
sheurd af ie?s0 shesed al 


od 


Dealing aot bell ad 
4 o,f 
z 


'a2GP to 9esf?-eatie - 
aE wat = ercaiet al ye? - {4enogel 


sit 


13ih- = Of 
wHv0 


ate teat ol 


A.98 
TABLE 8 


uestions on the Forei Exchange Rate 


Returns Postmarked 


May 2 or May 3 or 


garlier| _later Total 
1, Did the recent depreciation of the Canadian 
dollar in terms of U. S. funds: 
(a) Increase your export sales (if you | 
export)? Yes 22 4k 66 
No 76 169 245 
Total 98 213 311 
(d) Increase your domestic sales because 
of higher prices for imports which com- 
pete with your products? Yes bid oy, 94 
No 88 169 257 
Little or no import competition 0) 60 100 
Total “165 286 451 
(c) Increase your costs because of higher 
prices for imported materials or parts? Yes 154 272 426 
No _25 43 68 
Total 179 315 4gu 
2. If your answer to the last question 
(part c) was Yes, did this cause an in- 
crease in your selling price? Yes oie 112 167 
Norris 102 15a 252 
: Total 157 263 420 
3. (a) Are you now making or contemplating 
making new products in Canada which 
because of competition would not 
have been possible before the depreciation 
of the Canadian dollar? Yes 29 56 85 
No 152 263 #15) 
Total 181 319 500 
(b) Do you find fluctuation in the foreign 
exchange value of the Canadian dollar is 
ever a serious problem in your day-to-day 
business operations (as, e. g., in making 
price quotations, purchases, etc.)? Yes 69 131 200 
No 118 UN esl 
Total 187 315 502 
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. TABLE 8 (Continued) 


(Cont'd) 


(c) Have recent fluctuations in the 

foreign exchange value of the Canadian 

dollar caused you to refrain from under- 

taking capital investments or to reduce 

them? Yes 


Total 


(a) If answer to (c) is Yes, is this a case 
of: 


Waiting till rate is more favourable 
or stable? 


Being unwilling to invest at all 
because of possible future 


instability? 
Total 
(a) Do you buy or sell foreign currencies 
for use in your business to any appreciable 
extent? Yes 
No 
Total 
(b) If so, do you buy or.sell forward 
exchange to "hedge" your foreign trade 
or financial transactions? Usually 
Frequently 
Never or not frequently 
Total 
(c) Would you like to see a "pegged" 
foreign exchange value for the 
Canadian dollar? Yes 
No 


Have no strong opinion 


Total 


Total number of returns tabulated 


A.99 


Returns Postmarked 


May 2 or May 3 or 


gariier. 


loo 


later Total 
27 40 
285 As 
B12 485 
106s 22 
12 20 
ah 42 
118 185 
19% 32 
314 502 
25 30 
22 34 
35 —~Cis2S 
180 fs) 
169 ae) 
4] 59 
2-184 
Bie 502 
348 557 
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=== At 9.15 A.M. the hearing resumed. 


SUBMISSION OF 
PROFESSOR J. VINER 


OF HARVARD UNIVERSITY 


THE CHAIRMAN: I will now call the meeting to 
order. 

This morning we have a submission from 
Professor Viner. We appreciate very much your presence 
here this morning, Professor Viner, and we are looking 
forward to your elaboration of the statement you are 
presenting to us. I think you would prefer to make a 
Statement at the outset. 

| PROFESSOR VINER: I would like to repeat the 
gist of my statement, but in other words, and make some 
additional points. I will attempt to attain brevity. 

The problems of keeping an economy in order 
are complicated by the fact that normally an economy 
has a fairly elaborate set of objectives, is not fully 
cOnscious of just what these are, has never sat down 
to decide just what relative weight it will assign to 
each of these objectives in case of any need of harmon- 
ization or reconciliation as in the case of conflict. 
In addition to that, the management of the economy, 
in so far as government is managing an economy, is 
usually assigned on historical grounds among different 
agencies in a variety of ways, and they are never 


Particularly carefully planned out. These agencies 
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Nave acquired traditions of their own and on occasions 
policies of their own, about which they may be fully 
avarerbut of which the rest of government and the 
community at large may not be. 

In addition, the modern economy has to 
bear with The Economists, and they are there with 
advice, recommendations and solutions, but they rarely 
stop to ask what are the objectives of the economy 
and what the advice is being given for, and they 
tend, as specialists, to have chosen a goal themselves 
and to advise means for attaining it to the utmost, 
without very much consideration for the possibility 
that there may be other goals. 

Still another burden the modern economy 
has to bear is the confidence existing today in the 
possibility of prophesying a future trend. While 
it is true that not a large allocation of purchasing 
power goes to the support of the operations of 
building up these statistics, they give a confidence 
which is not justified philosophically or historically, 
and I do not have to go very far afield in order 
to indicate rather striking instances of great 
confidence expressed in anticipations over the next 
few years, or next decade, or next few months, of 
how an economy is going to operate which proved to be 
misplaced. 

In order not to give an illustration too 
elose to your home, though I could if I wanted to, 
I will cite the American experience just this year, 


in 1962, where, with what I think is probably the most 


7 


| -2n0taBo00 no bos owo sieid to adotd Lb 

7 * j a ; 

i eter ed ysm yedd clotdw tuodes nwo stiedt to astotlog 
} ve 4 —~ 


ef edt bag tnsmnrsevox ‘to coos ang dotiw to Jud e1sws 


» od Jon ysm saiel ts yiinummoo 
ov asi yYmMonoDS rere bout ent ~noOttibds ni 
a ddtw eredd ets yond bas ,edatmonood eAT ditw assed 
| ylerst vert tud .anoftiufoe bas esti kerommoed’ «29fvbs 
he ymornens ed to aevidostdo sit ets denw aes oF gove 
youd bois .%0%t nevig anisd ct sofvbse ont tedw. bas 
-. eeviscamsedd [s03 s nesodo svsnt ot .,etelistiosqe es .bnot 
oa ~veomiu ond ot df gatatstis tot angsem saivbs o3, bos 
va) ytiflidteesog odd rot notigisbianos doum yxsv duodstiw 
" -efsog asito ed yam stot. tect 


Ymonoos otebom ed? nebaud renddons [Lire 


A edt ai ysbov gnitvatxes sonebiinoos edd ef teed ot asd 
efLidW .bdne1t siutdut sa gniyaedqorq to ytitiidtaaog ot 
gatesdowg to nottisoolls satel ge ton tend euwrtd et tt Xt 


10 anolisssgqo edt to tueqque odd of 2903 Tewog 


sonebitaoa gs evig yedt .eottettede eeendt qu antbitud 
| .vfisotvotetd ro yifsotdqosoling beltidest don et dotdw 
| sebito ni bette west yIsv og OF eved ton ob I bas 
| digotg to asonstani sntNiate vtadtet etrotbot o¢ 
a txen eft tevo anotisqtoting at beeesraxes somebtinos — 


| to, ,antnom wet txsn to ,.ebsoeb dxen xo .etsey wet 


oy sd ot bevouq dotdw sdseteqo. og antog ai ymonoos ns wod 
| 

“a -beosigelm 
‘ oo ood noldsitevilt me evtg o¢ ton asbao al. 

7 | 


|} © 03 betngw 1-1i bluoo I dguord .emon awoy ot aaoLo 


eTeeyY eidd ie sonelisqne nsottemA edd otto 


7.) or 


Nethercut &é Young 


Torento, Ontario 


“ 4954 4 


1]/ ably staffed body of economic advisers the United States 
a has ever had, in whose general technical skill I have 

3 the greatest of confidence and admiration, nevertheless 
4 they started out this year, with full confidence that 

5 they could predict what the Gross National Product would 


6 be and what the course of the employment trend would be. 


7 Iosaw them, in the course of their forecasting, with the 
8 gleam of confidence on their faces; and yet it took 
9 Just six weeks for these forecasts to show signs of 
10 having been sour, and now they are very sour and sick. 


11 Next year they will be prophesying the same Way, with 

12| unimpaired confidence in their skill. The forecasters 

13 are doing as well as human beings can, except for the 

14 available Sascietive of remaining silent. 

15 They are attempting a task for which there is 

16 no logical justification. The justification they present 


a7 is highly technical, skilled and highly learned, but it 


18 belongs tO a world in which the outcome is not the 

19 result sometimes of relatively few decisions of a 

20 relatively few powerful men. The technigues are suitabl 
21 only for physical phenomena where there are infinite 

22 variables, which are homogeneous and where the universe 
23 as a whole is a stable one. 

24 I am not saying: Don't look forward; don't 

25 take a long view. I do think you can foresee a lot 

26 and predict a lot. You can predict, for instance, that 


27 if you use the printing press very heavily the direction 
28 of your impact on the national stock of money and the 
29 price level will be upward and not downward. The 


0 economists and the statesmen can predict, within limits, 
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the direction in which a4 particular act of legislation 
or a particular event impinging on your economy from 
Outside is going to affect or influence the economy; 
the direction of this influence, 

What I believe neither an economist nor anybody 
else can forecast is what I call “events"; the whole 
conjuncture of the State of an economy. That conjuncture 
is always the result of many variables which shift in 
importance through tiie and which are unstable through 
time. What we know, within limits which are unfortunate 
ly not too broad, is that certain kinds of action will 
produce an impact in a certain direction, but there may 
Occur other actions operating in the other Girection, 
so that the net effect will be the reverse of the impact 
of the first action. I would not call that a false 
forecast, in that sense, if you recognize the limitation 
and distinguish between impact and event. 

In addition to this is the problem in governmen 
of assigning functions to agencies. If the government 
has, as it will inevitably have, a fairly large set of 
Objectives; if it has, as I say it will ‘have, 
inadequate conscience of what these objectives are; if 
it is in doubt as to what relative weight to assign to 
these objectives; how does it assign mandates to its 
agency, particularly if it wants it to work under a 
very specific mandate, according to a rule or body of 


rules or a strict code? How can you reconcile plural 


and inconstant objectives and specific and constant 


mandates? 


Basically, I think you cannot reconcile these, 
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and, you therefore have to feel your way by trial and 

error, using all the information, judgment and wisdom 

you can acquire, and also other qualities that pass as 
Or masquerade as judgment and information. 

There is one thing you can do, aS a pattern 
and a general idea, and I think it is very pertinent 
to some of the problems which are in my mind in 
connection with the function of this Commission, as I 
see.,it,.as, for instance, what are the functions of 
the central bank? 

A government or community can make up its mind, 
Substantially, that there is a certain goal to which it 
attaches a great degree of importance, so it will stand 
by it and support it, even though at a given time it 
seems to be conflicting with some other goal or goals. 

Let me assume that that goal is stabilization 
of the price level, of the purchasing power of the 
Canadian dollar. There may have been assigned toa 
central bank the function of using, to the best of its 
abilities and to its utmost powers, all those tools 
Which it is permitted to use in its operations. Then 
if the mandate were carefully written, it would indicate 
is it a long-run or a short-run assignment, or is it 
both? -- because it would make an important difference 
for the operator. You would have to tell this central 
bank: we do not expect you to manage the whole economy ; 


we do not expect you to take ultimate responsibility for 


all the goals this country has. You ought to try to 
become aware as to what they are, and you may have 


alternatives in your mode of operation, one of which wil 
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hurt a certain objective and the other one of which will 
not, or will minimize the hurt. But your assignment, 
until further instructions are received from government, 
is to do what you ean to maintain a stable price level. 
The treasury may have other Objectives which conflict 
pretty sharply. If they make your task harder, then 
work harder. If the treasury wants, let us say, to 
finance on short-term maturities when, in the interest 
of the goal of stabilization of price levels, long-term 
maturities would be more to the point, then, whatever 
instrument the central bank chooses to nSe,,",lan) it use 
more of it to counter-balance the adverse effect on the 
price level of the treasury action. In other words, 

you ought to recognize that if you want agencies to 
operate by somewhat fixed and stable rules, in terms of 
a ey Le mandate, you have to permit them to operate 
against the immediate short-run objectives, at times, 

of some other agency of the government, which it has 
pursued under its own mandate. 

I would take as an illustration, debt manage- 
ment as an instrument which would have an impact 
ordimarily on the objectives of a central bank, and yet 
where a ministry of finance would often, and I would 


say inevitably, have its own reasons for its decisions. 
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I have had some connection with a ministry 

of finance, and I think the internal objectives 
sometimes 

of a ministry of finance are/very strange to look 

Only 

upon for an economist who is thinking /of the economy 

of a country as a whole. Very often the major 

goal seems to be to try to minimize the interest 

cost of the debt to the national economy. That 

is regarded as a major objective. To me it seems 

the most minor of objectives, in the Lignvy of 

other goals which the economy, thinking of its 

problems seriously, would take into account, like 

price stabilization, full employment and Lroning 

out the business cycle, and so forth. 

But it is possible, within limits, for 
a ministry of finance to have a debt management 
policy which goes quite counter, say, to price 
level stabilization, and for a central bank to 
pursue honestly and effectively a price stabilization 
policy, and yet GO &biminate the corPliev 
between the two, as far as debt management is 
concerned. 

I believe the British pattern of operation 
does that fairly systematically. As I understand 
it, the British Treasury decides what the maturity 
is going to be but it is the Bank of England which 
decides what the real maturity is going to be 
of a new financing as far as the outside public 
is concerned, because it takes over the issue and 
buys as much of it as it wants to, and lets the 


rest of it pass for sale to the public, and replaces 
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1 its own investment by some issue which it had in stock 
2 of a different maturity. So that there are really at 
3 least three average maturities of a public debt. I 
4 regard the average maturity of a public debt as a 
5] rather important instrument for monetary and fiscal 
6] management. I think it has been neglected because 
7| ministries of finance have had an excessive range of 
8} objectives and there has not been a central bank authorized 
9 or permitted, or willing to neutralize the impact of the 
10| Treasury's actions on the effective maturity of the debt. 
11} I would make more elaborate distinctions were this an 
12| operation recommendation, but in brief I distinguish 
13| between the average maturity of the debt as the treasury 
14/ issues it and the effective maturity and I say that the 
15 former is of very little consequence under my scheme of 
16|| management, except to the treasury itself. 
17 What is important is the average maturity of the 
18 debt as it leaves the treasury and the central bank; in 
19 Other words what goes out to the public. Even more 
20|| important is the average maturity of the debt as it 
21 leaves the treasury plus the central bank plus the 
22|| commercial banking system; in other words, as it gets 
23 into the hands of the non-banking public. 
24 The point I want to make is that when there is 
25 a conflict of functions or goals between two agencies 
26| it may nevertheless still be possible to accomplish the 
27|| goal or objective which the central bank regards as 
28] important. The central bank would need to be equipped 
29| with assets, and included in those assets of a central 


bank, is the key asset of the printing press and also 
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the machine to cancel money. 

Suppose the issue by the treasury is a long- 
term issue at a time when the central bank would like 
to have the average maturity of the debt as a whole 
shortened rather than lengthened. The bank absorbs 
the long-term issue heavily and re-finances itself by 
selling some of the bills it has on hand. The total 
holdings of government securities by the central bank 
might not change by cne dollar. The treasury is happy, 
because it has accomplished its purpose. The central 
bank would be reasonably happy because the state of its 
own finances are not important to it, or should not be 54 
nor to the country. What it has done internally is to 
shift its holdings of government bonds as between 
maturities, and what it has done to the economy is that 
it has not permitted the government financing to change 
the average maturity of the debt held by the public, 
in the opinion of the central bank, adversely to the 
interest of the economy. 

Now let me turn to another case where goals 
may be in conflict. Say a government has a balance of 
payments deficit. There are many ways of financing 
a balance of payments deficit; they are all correct, 
depending on what you want. In some countries many 
persons think that the most significant concept of a 
short-term balance of payments deficit would be one 
that puts downward pressure on the exchange where the 
exchange is not fixed or rigid. For certain purposes 


that is an important concept. If, however, the 


economy is not very much concerned about the value of 
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its currency on the foreign exchanges and has come to 
look upon that as a minor matter and not one of great 
consequence, then obviously that would not be a very 
Significant concept for it, and it would wait some other 
concept of balance of payments deficit or pressure or 
disequilibrium. It is a little inconsistent for a 
country that does not care about the Stability of its 
foreign rate of exchange to care about its holdings of 
foreign liquid assets, because the immediate function of 
foreign assets is to give you a means of meeting a 
pressure on your exchange when you do not want it to 
express itself in its natural way. 
However, there is a school of economists who 
regard concern about the movement of the rate of exchange 
as substantially illegitimate, on the ground that the 
exchange rate should be left free to reflect in a 
healthy way in a healthy market pattern the relative 
Status through time of your economy vis-a-vis the 
rest of the world. One can present a very persuasive 
argument for that in terms of traditional economics, 
because a rate of exchange is a price, and a price 
has the function of equalizing demand and supply on 
the market. The rate of foreign exchange is then the 
free price ina free market, and its fluctuations 
accomplish a valuable social service. Therefore, you 
Ought to let the foreign exchange float. 
On the basis of a sort of ethereal economics, 


abstracted from many of the facts of the universe, in 


the actual world, I am a believer ina free market and 


in the useful function of price in a healthy market, 
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healthily organized. On the whole, that is what I 
would strive for. That is where my biases lie. 

However, it so happens that there are no two 
prices, probably, that are exactly similar or homogeneou 
in the world. In any case, the price of your currency, 
in terms of other currencies, is a very peculiar sort 
of price in a number of respects. In the first place, 
it is ideally constituted for Speculations \Itis 
absolutely without homogeneity through time and an 
absolutely homogeneous commodity at any one moment. 

You know just exactly what you are buying when you buy 

a Canadian dollar. Therefore, it can be marketed easily 
It can be marketed with no necessity for inspecting 
Bhe;jpartieular parcel. This is, I believe, a little 
more than you can say even for number one Canadian hard. 
There is no problem of varieties of grade or quality 

in that sense. 

Secondly, there are no tangible or definite 
limits to the range of possible value of a floating 
currency; in other words, its possible value in the 
exchange market. It is not tied to anything solid, 
either to a demand limit to its ceiling value or a cost 
limit to how worthless it can become; in that respect 
it is unlike any other commodity I can think of. 

To this proposition before it has been replied 
that the pelea a currency is tied to its purchasing 
power. If a monetary unit will buy twice as much as 


another foreign monetary unit, its value will be 


approximately twice that. I agree, but it is the 


peculiarity, I believe, of exchange rate fluctuations 
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1]| that they tend to create their own purchasing power 

2 parities. The fluctuations of exchange rates themselves 
3 Operate on the price levels, so as to make them compare 
| 4| and conform to speculators' anticipations of what they 
S| are going to be in the future. 
6 I will make a statement which I ought to warn 
7 you that some of my colleagues regard as extreme. I 


8] think that the only rock of any solidity that exists 


9| even in the United States against a fairly irresponsible 


10 degree of inflation engineered by government is the fact 
11]| that the government is aware of and in some degree shares 
12| the aversion of a large body of public opinion to 

13 de deserts ss of the U.S. dollar in terms of gold or of 

14| foreign currency. 

15 I have done a limited amount of observing of 


16 the Latin American economies. One country, except for 


17 a swing of three years in the 1890's, has had inflation 
18 steadily, without skipping a year, for some hundred and 
19| twenty years. During that period it never reached the 
20|| dimensions and never acquired the speed in rapid 
depreciation that it has achieved within the last two 

or three years. The country has, in some ways, prospered 
over the years. It is a little hard to prove from that 
country's record that chronic inflation is a guarantee 
that the country's economy will not prosper. It is even 
possible it might have prospered a little more with the 
inflation than if it had had a conservative and austere 
government, such as it had for two and a half years in 


the 1890's. 


On the other hand, measured by the normal 
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measures the economy is much Stronger and it has pro- 
gressed much more rapidly than I think it has in fact. 
A lot of the figures represent a spurious growth. The 
gross national product, as authoritatively computed in 
modern times, included the salaries of government 

officials whose business it is to Suppress production. 

In an inflationary economy , a large part of 
the economy can be engaged in locating the lags in price 
adjustments and in "curing" bottlenecks by raising price 
to the point where Supply, scanty as it is, meets the 
demand. The incomes thus gained find full reflection 
in the gross national product. 

It is arguable that a modest rate of inflation 
is beneficial. When I say that it is arguable, I mean 
that I personally don't feel capable of completely re- 
butting it. It is arguable that a ereeping inflation 
pilus general confidence that it will never be allowed 
to become a galloping one may sometimes ovésdoms 
certain frictions and certain sluggishness and act as 
sort of a stimulus which on the whole does move the 
economy toa léttle faster pace than it would otherwise 
attain. 

However, that issue hasn't had to be decided 
in the past. No government that I know of has ever, 
except indirectly or by implication, committed itself 
to an absolutely fixed level of prices. Governments 
have, however, committed themselves to absolutely fixed 
or substantially fixed rates of exchange. They do that 
when they give a fixed dollar gold value to their 


monetary unit, or they do it in terms of the exchange 


No VD Ao 
-_ = : 
‘ Vee 7 
7 srt) .atrowls 
a 7 


r 


-otg esd di bos segnortea dowm el ymonooe edd aemesem, |i 
Ls + } 
 agost of eed dk Aoidtd I osdt ylbtqe: srom cowm beezerg . |S 
} a  F. 
| edt .twory avotiqe s tnseetget aewait.edd sont thadn FF 


4 ri 
a on bstuqmos yLlevitstivondius es .touborg fsooliso eaomrg, js 
| | I 
r doomnrevog to asinsise edt bebulont,eemttorebom, je 
ny sNOLJouborg eesrqque ot ef TE eaentaud. saodw alstotitto 


| to dasq egtel s .ymonoos yosnotdsltat as. al a? WHY 


| sotag nt eget ocd anfdsool ont beasgne ed.oso ymonoos, edd. 
—— aniatet yd edoeneltved "gniauo" nt bone etnemtautbs, je 
| eit atesm .et ti es ytosoa .ylqque stedw dst eitheebite 
noltositex [fut boll bents, audd asmoont oAT .boemeb. 
stouborq I[enotien eaorg edt pt 

nolislint to ster dasbom s gadt efdseugys at 31 
| Mgem I ,ofdsugys ak di tect yse I nodW .fetottened al, 
~o1 Yletelqmoo to sldsaqso fest t'pob viisnoereq I ded? 
notislink gniqesto 6s Jedd efdsugis ef gL,..tk gnttvtud 
bewolls ed seven [ftw tk tend sonsbltnoo [etenes, eulgq 
aeokevb gomitemos yam eo gitgolisg s smooed, ot 
és tos bie eaondetagule ntetrgo bow enotdotat nistres 
edit svom asob slodw edt no dotdw autumite gs to NBarey] 


| seiwredio bLvow JE osdt sosq rstast sithel 8 o¢ ymonoos 


a 3 | | -otetts 

| i ienneen ed od bsd t'nest sueet tedd .xevewoH 
<19V9 ead to wood I tedtd dnsmateves; oO .tesq od nt | 
a tloatt betdimmoo .nottseotiqmt yd 10 yltosribnt tqesoxs 
i 


ioe YLotuloads 03 eevleamedd betdimmoo .reveword .sved 
7 
a 


: 
ainomnreved .asotrq to Level bextt yletuloeds os of if 


x ob yodT .egnedoxe to ester boxtt wiistinstadue 10 i 


ttedt o¢ eutev blog tsllob bexkt s evis yedd codw 
a _ sT™ — ws 


Nethercut &é Young 
J 4965 = 


Torente, Ontario 
rate itself. 

In Latin America some four or five countries 
have followed the path of austerity with respect to 
their monetary value policy as distinguished from the 
others which followed the path of galloping inflation 
at times and, in any case, have not Struggled for 
rigidity with respect to foreign exchange rates. 

On the whole I think that the Latin American 
economies, mostly Central American ones, which followed 
monetary rigidity or austerity programmes have not move 
as rapidly as, say, the Argentine did ten or fifteen 
or twenty years ago, or perhaps even as Brazil has. 
Without close scrutiny as to the quality of the move- 
ment, austerity has not proved to be a great stimulus 
to growth nor has it obviously and unambiguously 
prevented political and social unrest. 

A careful student who considers the records 
of these countries might find that financial rigor 
doesn't inevitably lead to the most rapid rate of 
economic progress, and does not always protect you 
against certain dangers. Its virtues are gualified 
ones. | 

A word more on tight money versus easy money 
as possibly involving a conflict of goals and of 
agencies. Historically there has been somewhat of 
a tendency to get very much excited about inflation 
when deflation seems to be threatening, and to be 
quite complacent about it when inflation is really 
going on, and this has been true even of the central 


bankers. There never has been an Occasion in a countr 
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1 with a central bank where the central bank has 
2 acknowledged that it was one of the agents or a part 
3 of the machinery for producing inflation, but the recordl, 
4 I think, speaks otherwise. If the record of central 
5 banking relative to its role as a check on inflation -- 
6 or for that matter on deflation -- is a very mixed 
7 One, One major explanation is that central banks have 
8 been charged with a variety of ill-defined functions 
9 ahd have usually been unable to follow any one of them 
10 rigorously. 
11 THE CHAIRMAN: Thank you very much, Mr. Viner. 
12 
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COMMISSIONER GIBSON: Mr. Chairman, I hesitate 
very much to ask any questions after that most 
interesting opening Statement, but here goes. I would 
like to ask you a few questions about objectives, if 
: may, and first of all about the sort of national 
economic objectives without trying to divide the 
responsibility up between the central bank and other 
departments of government. 


In your memo you listed the four usual objec- 


tives; stable prices, relatively full employment, balance 
of payments equilibrium or a stable exchange rate and 
an adequate rate of growth. 

Now, I realize that the way in which you 
go to these objectives varies with the circumstances 
and with the kind of country which you are talking about, 
and I wondered if you could give us any rough idea what 
kind of numbers you might put on them, the ranges of 
what is reasonable, and I don't know if you want to 
talk about the United States or Canada. We would be 
very interested if you would like to tell. us what you 
think is reasonable for Canada. In other words, by 
Stable prices what sort of tolerance in price increase 
is reasonable? 

PROFESSOR VINER: Well, I would say first 
that I would hope I never would have a precise answer 
to that sort of question, because I would feel that the 
process of answering that ought to be a sort of con- 
census or community or group answer and perhaps in which 

views of the participants 

process the/ would change. In other words, I regard 


certain kinds of problems as problems to which I can 
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contribute something, but which I wouldn't want to 
presume for a moment to be able to solve on my own. 
I would want to solve it ina group and my own experience, 
in so far as I have had experience in, say, counselling 
governments, my Own experience is that in many cases [I 
have emerged from a decision-making conference with 
a somewhat different position from that which I entered 
it with and without full awareness of just at what stage 
in the discussions my position was changed. 

Let us take stable price levels. I think the 
issue is an important issue on many grounds that I 
haven't raised, and stability of price levels has many 
things to be said for it, including ethical things, 
moral things. Our contracts are made in terms of prices 
and there ought to be some solidity to the circumstances 
that enter into the words which are used in the contracts. 

Change in a price level is, in part, a process 
of transferring wealth and income as between different 
categories of persons, and a great part of that transfer 
is purely arbitrary and therefore in all probability a 
part of it, at least, will be highly unjust and in- : 
equitable. 

Now, the next thing is how rigid should one be? 
Should one get alarmed because the consumer price index 
has gone up one-tenth of a per cent? I say no. All 
things are within reason and there is no series which 
I know about within one-tenth of a per cent of reliabililty 
in any case. The actual margins of error on any series 
I know about, I am convinced, are many times greater 


than the statisticians’ range of probable error, and I 
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would allow a big margin of error, but I wouldn't 

allow a bias over the years in terms of creeping changes 
even if the creeping is always in the same direction. 
There is a lot to be saig for trying to maintain a 
Stable price level, but with the gualification which 

it have to make, that if you don't have 100 per cent 
confidence in your index, you had better Study it very 
thoroughly to see whether by maintaining the index 
stable you are not introducing a fairly substantial drift 
in the actual price level either upwards or downwards, 
because the index may have asystematic inflationary bias 
or deflationary one. 

One of the things which I think in general has 
happened in the past 100 years andi think-is still 
happening -- is that every commodity index has an 
inflationary bias in the sense that it exaggerates the 
degree of inflation because the Qualities of the 
commodities have tended to be drifting upwards. 

The index numbers may, in fact, be announcing an 


inflation which is not really going on. 
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COMMISSIONER GIBSON: Dr. Bernstein when 
he was here told us that he didn't like the idea of 
apsolutve stability in the cost of living index, the 
consumer price index, because of the element he 
mentioned, the quality element which you mentioned, 
and also the very large increasing element of services 
of’ the index which, in Many cases, almost directly re- 
flected wage rates, since it assumes a certain natural 
increase in wage rates through the index at its upward 
trend. He shows as a means, as a measurement, the 
prices of industrial goods and he said that if you 
could get them stable you would be doing reasonably 
well and wouldn't be putting an undue pressure on wages 
or you wouldn't be limiting your wage increases too 
much. What do you think of that sort of thing? 

PROFESSOR VINER: Well, these increases 
in’ the prices of services that reflect precominantly 
wages, are just as genuine increases as any others. 
They are reflecting the changed structure of our econony, 

On Services, 
the increased expenditure / an effect the importance 
of which we haven't adequately assessed as TEC. Le 
means, for instance, a reduction in the labour force 
that operates under collective bargaining as compared 
to the one that does not, because the proportion of 
engaged in 

those/service occupations that are organized is on 
the whole lower than for processing in a factory. 

However, I would agree with Mr. Bernstein, 
if that was the trend of his argument, that it is 


arbitrary to take, say, the consumers price index alone 


and, on the other hand, it is arbitrary to take the 
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wholesale manufactured products price index, or any othe 
Single index. If I could trust government and if I 
could trust the professional statisticians and if I 
could trust, say, the central bankers, to hit upon the 
optimum blend, I would suggest that they take three or 
four or five indexes, watch them all; give them all 


the consideration that they judge to be appropriate 


and then use their judgment as to which of these to 
follow at any particular moment. In other words, 

there is needed a choice between a strict formula, 

which relieves both the person to whom you give the 
mandate and yourself of the need of further thought 

and the grant of discretionary authority, which means 
that personal temperament, inertia, the desire to 

avoid making difficult decisions over or under reaction 
to the flow of events may lead to an improperly operatin 
control. 

Here again I am avoiding a precise answer. 
This is apparently because I believe that precision 
is often the only virtue that precise answers have. 

I don't know any way of drawing a blueprint, whereby 
you can dispense with the need of wisdom, judgment, 
and information. 

I would say now that if you want to rely 
tremendously on following indexes and choosing between 
them, the first thing you have got to know is your 
index, and you have to know it thoroughly. That 
costs money. You should not ask the ordinary 
statistical agency to do it as a routine thing. Unless 


Ottawa is very different from Washington, I would bet 
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its appropriation would not permit it. You would need 
a Special grant. 

Secondly, there is something in having an 
outside survey of an inside Operation, for there may 
be blind spots in the vision of the inside Operator. 
For this and other reasons it is more beneficial to 
have a special outside survey made. 


I would not answer the question even then, 


without additional information. I would ask the 
question, "What do you want a stable price level for?". 
You have to answer that first before you can answer 
which is the better of the two, a stable wholesale 
price level or a stable consumer price level. 

In order to get a picture of the general 
structure I would put a good deal of weight on the 


consumer price index because I think that is where the 


inequities arise. In other words, people living on 

a fixed pension have to buy the consumer index basket 
of goods just as much as persons who are directly 
profiting from a wage inflation. 

I would add this comment. If both indexes 
were good in technical quality in terms of the pro- 
fessional criteria of those who construct them, Pf 
would suppose that most of the time the range of 
difference would be relatively small, particularly 
for short-run trends. 

COMMISSIONER GIBSON: Leaving off the 
question of the index, and I realize the problems 
you have mentioned, your philosophy, however, is 


that you regard stable prices aS a proper and importan 
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objective of national economic policy? 

PROFESSOR VINER: I personally would recommend 
it as an important goal but "an" important goal and 
never "the" important goal. I would recognize 
Situations in which I would let it go by the board. 

COMMISSIONER GIBSON: Would you give more of 
your reasons why you think stable prices are important? 
You have given the sort of social and moral reasons. 
What about efficiency and the effect of changing prices 
and expectations? 

PROFESSOR VINER: A stable price level does 
not relieve the operating public from the need of 
anticipating price changes, for the constituent prices 
will have shifting relations to each other. So that 
I am not arguing that a stable price level has the 
merit that it releases businessmen, say, from the 
necessity of speculating about price trends. They still 
have to speculate about price trends of the things they 
buy aS against the things they manufacture them into, 
and so on. 

Merely the expectation that prices will not be 
the same in the next year or ten years as they are now, 
without any knowledge as to the direction of change, 
this is not equivalent to a zero anticipation. It has 
as a conseguence, for instance, that you might want to 
place some insurance against possible loss, even 
though you are not sure there will be loss. In other 
words, even if you had no net expectations as to what 
the price trend would be, but merely had the expectation 


that the prices will be different, there still are steps 
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Which it is logical and rational for you to take because 
of that expectation. So it has consequences. 

I believe that forecasting a trend in a 
particular direction has an important consequence on 
the operations of an economy. There are circumstances 
in which the expectation that the price level is going 
to go up based on government influences, actions or 
promises, would be just what the doctor would prescribe. 
In 1951 or 1932 a pledge that the government would do 
everything in its power to see to it that prices within 
twelve months were 15 per cent on the average higher 
than they were at that moment conceivably could have 
been the step to produce the reversal of the deflationar 
trend, for a good deal of that depression resulted from 
an epidemic of fear, and one of the major fears was 
that prices would fall further. 

The expectation of a declining trend of prices, 
particularly at a pretty severe rate, plus the assumptio 
that wages would lag behind prices in the sense that 
they would not fall as rapidly as the fall in prices, 
could really be a very powerful muffler to business 
operations. The reaction it would create would be to 
reduce all inventory to the minimum, not to expand or 
replace productive facilities, and so on. 

Actually, the old proposition that wages lag 
behind prices seems to be fairly dead now. The progres 
of collective bargaining has eliminated in part that 
objection to inflation; at least it has lessened it. 
Part of the injustice of inflation in the nineteenth 


century was that as prices rose it took quite a while 
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before wages reacted to the full, so that for a while 
there was a reduction in real wages at least per hour of 
work. 

COMMISSIONER GIBSON: Do you think there is 
anything inconsistent between a long-term, sustained 
increase of prices in what might be termed substantial 
proportions, and a reasonable efficiency in economic 
growth? You left me in some doubt because of what you 
have said about Latin America. 

PROFESSOR VINER: Some economists report that 
they cannot see any Libs association between price 
stability and economic growth and, on the contrary, 
that they see some positive evidence of the opposite. 

I can give a partial answer; a complete answer I do not 
have. - I am impressed by the authority and the standing 
of some of the men who have made this report in recent 
years. 

The particular report that impressed me most, 
was by a very distinguished and brilliant economist 
de Scitowski of California, who found a positive 
association in time between even quite substantial 
inflation and fairly rapid economic growth. 

The findings by themselves show that historically 
the two can be associated, and you must conclude that 
one is not an insuperable barrier to the other but 
they both might have been a common product of a third 
factor. It may also be that growth produces inflation 
rather than vice versa, and that you can have the growth 
without the inflation if you take steps to stop inflation. 


Nevertheless, I say, trying to be reasonably objective, 
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the results are not to my taste, but there they are. 
They need further exploration but they do work against 
the strong conviction I had in the past that inflation 
and sustained substantial growth are incompatible with 
each other. 

Do not misunderstand me. I am not going on 
record aS recommending to the people of Canada that 
they practice inflation more than they have in the past, 
and even more skilfully and enthusiastically, or trying 
to assure them that their past inflation has not been 
responsible for a good deal of the troubles they tell 
me they are in now. All I am saying is that one fact 
which is often alleged by very conservative economists 
like myself is that history shows rising price levels 
and substantial growth to be incompatible with each 
other, does not seem to be true if compatibility is 
understood as meaning positive association in time. 

COMMISSIONER GIBSON: Would it be fair to 
say that you would think this conclusion, which is 
only a negative conclusion -- 

PROFESSOR VINER: That is right. 

COMMISSIONER GIBSON: You are not making a 
positive statement, but would that be more significant 
from the standpoint of Canada than the United States, 
bearing in mind that we are a raw material producing 
country, and so on? 

PROFESSOR VINER: Well, a raw material 
producing and exporting country may have something 
substantial to gain from even chronic inflation abroad 


in the price of its prime export products. This may be 
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net gain, and net gain even though it results in 
inflation in its own internal price level. One must 
keep distinct the trend of the prices of, say, basic 
export products, in your Own currency and in a foreign 
currency. 

It would be a real question of policy if the 
prices of newsprint, Pulpwood, copper, iron ore, raw 
lumber and other things, the basic commodities that 
Canada exports, are moving up in the outside world in 
terms of any currency you like, or in terms of gold -- 


as to what Canada should aim at with respect to its 


whole price level? My own feeling would be that, after 
giving a certain amount of weight to virtues I see ‘in 
fixed exchange rates, Canada should still follow a 
Stable price level policy of its own and take up these 
price premiums, if necessary, by exchange - appreciation 
of its currency. 

The effect of a national stable - price-level 
policy on the export prices of Canada's products, 
I would say would be slight. Let us take the price of 
nickel. This is not settled by Canadian government 
policy or American government policy, or was not until 
a few years ago. It is settled by the world market, or, 
if you like, by a small group of men who decide what 
price is to their best advantage. It is, or was, a 
prize example of an administered price. 

The price-level policy of a country, will 
for some time have an influence on the trend of its 
export prices in terms, of course, of its own currency, 


but often also in terms of foreign currency. There will 
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be some impact, and therefore a country following an 
inflationary price policy will for a time, perhaps, get 
higher real prices, I mean higher prices even in terms 
of foreign currency for its export product assuming 
either that it maintains fixed exchange rates, or that 
its prices rise more than the exchange-value of its 
currency depreciates. That, I take it, is an advantage 
in itself, but it may be associated with disadvantages. 
It may lessen the quantity of its exports seriously. In 
Other words, the takings of its products may be immediat¢ly 
less, and it may always be susceptible to what is the 
great danger to a business, an industry, a country, an 
economy of upward price changes that they may initiate 
forces which might otherwise not have been started, 
tending to an adverse shift in the type of materials 
used, to a change in consumption patterns, in use 
patterns, or in processing patterns. In other words, 
there are dangers in relative price increases. 

Let me take the price of nickel purely as a 
hypothetical illustration. In the years in which the 
price of nickel was clearly an administered price, 
it ae be that the price set was too low in terms of 
the general Canadian interest. Iam sure the producers 
followed their best judgment but their best judgment 
may not have been good. or the price may have been too 
high. The danger of its being too low is only that 
instead of paying 20 per cent a year on the invested 
capital they would have paid 18 per cent, or 16 per 
cent, but the dangers of too high a price can be very 


serious in the long run not only to the producers but t 
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the national economy. It may not appreciably cut down 
Sales immediately, but it may start people looking 
around for substitute materials for Canadian export 
products or for substitute sources of supply of the 

same materials. 

COMMISSIONER GIBSON: Accepting the objective 
of stable prices, you mentioned earlier that due to 
collective bargaining wages tend to go up more or less 
in line with inflation. 

PROFESSOR VINER: Yes. Again, there is this 
eost-push factor. It may even be the initiating factor. 

COMMISSIONER GIBSON: Do you think, due to the 
fact that there is this cost-push factor in certain 
periods now, that a policy designed to achieve reasonabl 
Stable prices over a long period of time involves a 
wages policy as well? 

PROFESSOR VINER: I would say certainly for 
the United States, and I would Suppose that the Canadian 
situation is'inot different. It wilh not bespossiblesin 
the future to have any genuine economic ee unless 
it includes some kind of influence on the pattern of 
behaviour of these two powerful forces, through mere 
consultation with them or otherwise. I am referring to 
those forces that can administer the prices of commod- 
ities and those forces that can control the rates paid 
for labour. Therefore, without some kind of an 
agreement as to the patterns of behavior reached in 
consultation, or by successful exhortation -- which is 
a method I used to ridicule as an instrument of 


statesmanship but which I now believe has some 
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1 potentialities in a mixed society and in a mixed economy 
2 such as we have, where power is diffused and where you 
3 do not want too tight or inflexible social arrangements, 
4 and where the "individuals" you are dealing with are not 
5 weak atoms but are in some degree "powers" rival to the 
6 power of government. 
7 As in international relations, we are here 


8 clearly dealing not with atoms but with "powers", In 


9 such a case you need moral pressures and you also need 
10 education unless you are prepared,which I would hope not 
11 to rely wholly on direct government controls. Education 


12|| here ought to be tripartite. Government ought to assume its 


13 own education, and it ought to plead with the power -~ 
14 groups to educate themselves. If government does not 
15 have the education it means that the political process 
16 operates blindly. If business does not have it and if 
17 labour does not have it, it means that they do not want 


18 it; that they are biased against it, 
19 I think you will have to look rather hard to 
20 find the most expert spokesmen of labour who are not 
inclined to find that the remedy for every kind of 
economic evil rests either in increases in wage rates 
or in a reduction of the working week without any 
reduction in the weekly pay, or in a combination of 
the two. Whether it be depression or inflation, they tend 
to have one specific remedy for all kinds of economic 
diseases. 

On the part of business the chief difficulty 
is that it operates on the ideology of free competition 


but does not believe in it if it touches prices. Not 
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only does it not believe in genuine price competition, 
but it is actively at work trying to escape the 
pressures of price competition by arrangements which 
Suppress it. The idea of price competition has been 
bred into the people of the Western world for all of 
two centuries, the idea that there is a kind of free 
economic system which operates to the benefit of 
mankind that produces progress and a reasonable amount 
of equity, and so on largely through the working of 
active competition. 

Most of that argument immediately falls to 
the ground and becomes irrelevant if you assume that 
the competition is not in the area of prices. Because 
if’4t is in the area of salesmanship; if it is cost= 


raising competition as distinct from price-reducing 


competition; if it is, as it used to be in Canada in 
my boyhood, and maybe still is = the story is a different 
one. I remember that at many important cross-roads in 
Montreal there would be three little imitation Greek 
temples which were bank branches, and on the remaining 
corner there would be a saloon which perhaps did 
operate in perfect competition with the banks, but not 
with other saloons. There was no question at the 
banks of reducing the price charged to the customer, 
and no question of increasing the interest rate paid 
to depositors. Non-price competition which takes the 
which 
form of product differentration /s not merely changing 
the colour of the product, although even colour variety 


is one of the blessings of life of the product differen 


tration but the degree of blessing may be small -- is 
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by no means necessarily a zero or negative contribution 
to society. But, if the aim is merely to speed-up 
obsolescence,to make a thing wear out faster either in 
its physical Capacity to last and to perform its 
function, or psychologically, as when a Style change 
is introduced, when especially it takes the form of 
corrupting the public taste as in the case 
when automobile manufacturers went out looking 
for designers of more vulgar taste than their own who 
could really gauge the worst tendencies towards bad 
taste on the part of the public -- then business needs 
to be educated. I would let the small merchants do 
what they like. I would even let a small merchant 
cheat his customer; it will not destroy the customer, 

If he cheats his customer there will be a merchant on 
the next block who will profit by acquiring a reputation 
for honesty, and the cheating small merchant will 
voluntarily destroy himself. 

Large-scale operators do not go into bankruptey 
any more. Bankruptcy is nearly out for them. The 
modern large-scale business has a perpetual life. I 
Say there should be a minimum of regulations, except for 
anti-trust regulations which should be carefully 
designed and reasonably but sternly imposed. Every 
government regulator in time, of course, tends to fall 
into the hands of the regulatee. That is true of the 
railroads and their regulations, and of T.V. and its 
regulations. There is a certain amount of supporting 


evidence for it and the regulations themselves can be 


worse than the ills they are designed to cure. 
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With respect to this question of cost-push 
or administered price inflation I have reluctantly 
come to the conclusion that the problem is possibly a 
serious one. There is a Substantial amount of evidence 
that prices do sometimes rise when it is in the interest 
of the economy that they should not or even that they 
Should drop, and that wages do rise even when it may be 
in the interests of labour, let alone the economy, that 
they should not. In order to operate your economy with 
a reasonable degree of efficiency the government may 
need to have the apparatus and the disposition to study 
and to come to conclusions as to what is desirable 
practice, and then to communicate its findings as 
firmly as it can to the public, and not demand but 
exhort those men with power to reflect on what these 
national objectives are, and on what the impacts of 
their own operations are, and then to act according to 
the dictates of their corporate consciences, 

I think one of the great failures of the 
Western free world occurred when it allowed giant 
corporations to emerge without changing its own 
economic philosophy. Its own economic philosophy was 
a philosophy pertaining to small powerless individuals. 
When the giants emerge you need a philosophy and a 
policy appropriate for giants. 

A corporation is just as moral as an individua 
~- more moral. A corporation will spend its share- 
holders' money on good causes when the directors 
themselves would not spend their own money on the same 


good causes. This is not so much a moral question, 
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as it is a question of the influence of size and power, 
My argument is really, I think, a tribute to both trade 
unions and corporations because I am Claiming that if 
a government skilfully and eloquently presented its 
views to trade unions and to business leaders I believe 
they would respond where it was not abundantly clear 
that the government was wrong ~~ as it well might be. 

COMMISSIONER GIBSON: You are not thinking 
in terms of any particular formula, or anything of 
that kind, but rather to gradually develop a range of 
reasonable behaviour for these various groups? 

PROFESSOR VINER: Let me take the American 

picture, They tell me the American economy is having 
its problems too. One reason is a Sluggish rate of 
growth. Another one is an uncomfortable and nearly 
intolerable level of unemployment. We ought to do 
better than to have as many involuntary unemployed in 
the United States as we now have. Remember that the 
number of unemployed is generally greater than the 
number reported as unemployed. That is not necessarily 
true; if a husband loses his job his wife may then 
become a seeker of employment and be included on the 
labor force rolls, and then you have two unemployed 
whereas psychologically you have only one, so it may 
work the other way. But,a man who is unemployed and 
who does not think he has any chance of getting a job, 
may go off the unemployment rolls not because he is 
employed but because he is hopelessly unemployed. 

Let us assume that the U.S. figures are 


correct, then the amount of unemployment is too much. 


| apaxstine este to someulimt edd to motteeyp s at tt as 
eo dtod ot studiat s ,.Neatdt I .vitser el da@eomugis YM 
| ii tsedd sntmtsfo ms I savsoed emotistogtoo bms anotay. 
att betnsessia yitmoupols bns yilwifine tnesmatevoa s 
| svyetied I ersbsel debi ot bis anolauy sbsid ot. aewetv 
aseflo ylinsbauds jon esw di eisdw bmogast biuow yerds 
.od ddgin [few di eas -- gnorw aesw tmematevo_g ont tsdt 

gnuttntdd tom ers voY :WOadin AaVOL2arMMoOo 
to gniddyas to ,.sinsttol asivotinsq yas to emred mt 
‘to esgasi s qoleveb yifsubsxg ot asdisex dud . bain. tsdt 
Sequorg evotisv seed tot totveded sidsmnoeset 

mspoinvemA spit exist om Jol :HAUIV AOaaaHOAT 

anived ef yronoos asofismA edt om ILet ysdT ,erudote@ 
to stsx datgeule & Bf moeset smO0 .00c emelfdoigq ett 
ylasen bas s{dstrolmoony ns et eno tedtomA AS wors 
ob ot Jdguo oW .dmemygolqmeny to Isvel sidsreLlogat 
ai Deyolqmeny yisinulovak yosm es svsi ot msdd, r9dsed 
ent dsdt wedmemeHh .eved won ow es aetst2 badinU edd 
edt medi setsets yilsisenes eal beyolameny to rsdmun 
yliirsesesoon ale ei dadiT .bevolqmensy es betrogey sedmun 
nedt ys sifw etd dot etd esesol basdaud s ti seuaxd 
_ edt mo bebulont ed bas smemyolgms to teaxese s smoosd 
beyolgmeny ows svsed voy nedt bas .efLor 90103 rods 
ysm t£i.og ¢ 9110 vino Svea yoy Yitsofgolonoveq asstonw 
: bis beyolqmeny at onfw asm s.tud .ysw redto edd wxow 
dol 6 gatdsies to sonsdo yas esl on ected gon as0b onw 
ak od sausoed tort effou taemyolemeny odd Yio og Yam 
-bsyolqmsan yLeaslsqod et sd sausoed sud bsyoLlemse 


ers Berugt? .2.U odd dsdd omveas au dal seen 


ou oot at Taomyolqusruy ‘to invoms odd sed ,tosix09 


Nethercut &é Young 
- 4988. - 


Terento, Ontario 


They tell me that the amount of unemployment in Canada 
is also too great. Able=bodied men able to work need 
an income, and the economy needs their production. If 
that situation persists for any length of time on a 
substantial scale, then the systex is not working 
adequately. 

In the United States we have also a balance 
of payments problem -- not in the sense of any deficit 
in our current account, but in the sense of a drain on 
our supply of internationally liquid assets. I think 
I know of at least 25 different steps which the United 
States could take, without revolutionary changes, to 
cure its balance of payments problem. This is one 
of the most minor major crises in the history of man- 
kind. However, most of the steps would be unpleasant. 
Some of the steps would impair the image of the United 
States in terms of its international relations. They 
would have an adverse impact on the rest of the world. 
Some of them I would hate to recommend,although I 
would rather recommend them than have the government 
not do anything and have the trend continue. 

The Canadian position may be different, and 
it may, in some respects, be weaker. I do not know it 
in detail, and I make no claim to speak as an informed 
person, although I may say that I know of nothing 
harder than to get a good interpretation of economic 
fact and opinion in Camada when you are not living in 
Canada. I assume it is available to all here every 


day at breakfast,but in the United States I find it is 


almost unattainable. 
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In any case, one of the areas of weakness 
in the United States balance of payments is that never 
in the history of mankind has there been such a mani- 
festation of unilateral giving of one's substance to 
others without contractual obligations to do so, 

The other one is what I would call promis- 
cuously defending any area not only gaia aggression 
of a military kind, but also from its own people. We 
are defending everybody against everybody, except that 
we are not defending Russia against anything. Aside 
from that, we are defending Communist countries and 
socialist countries and anti-American countries, and 
there is no positive correlation between friendliness 
to the United States and American foreign aid. 

There is apparently one easy path to 
correction of the American balance of payments deficit, 
and it is a path which many Congressmen would take with 
great enthusiasm. If they took it they would be 
cheered when they got off the plane in their own 
bailiwick. But they do not take this path. They keep 
enduring a kind of painful patriotism because they feel 
it is in the interests of the United States to stay 
with this pattern. They say it has a logic and a 
foundation in terms of the long-run performance of the 
United States as a leader of the world community. 

These are the kinds of blocks that you 
meet when you are deciding policy. If somebody were 
to go among the operating economists in Washington 
and ask them: "What would you suggest for correcting 
our imbalance?" they could answer, "Give me an hour 


or a day and I will give you 20 different ways". 
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I do not say each one would suffice, but when taken in 
combination they would more than suffice, but I would 
pray and beseech you in dealing with your own problem 
not to use most of them. One of the reasons is that 

the United States would be violating its treaty relation 
ships. 

Within limits we can always repeal treaties 
and when these are no longer appropriate they are subjec 
to repeal. They are also Subject to interpretation. 
Most of them are reciprocal in the sense that you are 
free to violate them but you will have to pay a penalty 
against which you must not protest, 

You can, through moderate trade restrictions, 
temporarily cure most balance of payments difficulties. 
You may protest the long-run cost to your economy, or 
to your international relationships. You may be 
impairing a world structure of commercial relationships 
which may be in your long-run national interest. The 
economist who is aware of the complex setting in which 
the restrictive processes he is examining operate, and 
who is aware of how they operate, ought never to let 
himself be regarded as merely a plumber fixing a sink. 
He must always remember that he is concerned with the 
whole house. You may fix the sink and flood the cellar. 
The economist has to remember that. 

Moreover, plumbing is not the whole house, 

If I were asked: "What specific recommendations would 
you make?" I would have to ask: "What do you want? 
What sort of a world do you want? What sort of a 


country do you want? What sort of an economy do you 


want? 
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Do you want Something that will keep you going until 
Christmas. or do you care about next year?", and other 
such questions. 

My reactions to such questions will seem to 
most people to be sort of escapism and a denial that I 
have anything to contribute. I still think I have 
something to contribute, but I do not want you to think 
that I am professing to be able to give you advice as to 
what you should do temorrow to take care of your problemd. 
I would rather ask: "Do you know what your problems are? 
Do you know what their Significance is in the short- 
term future, or in the long run? Do you know what kind 
of a country you want Canada to be, and do you know into 
what kind of world pattern you want to fit Canada?" 

THE CHAIRMAN: We will adjourn for 15 
minutes. 
--=- Short Recess. 

THE CHAIRMAN: We shall now resume. 

COMMISSIONER GIBSON: Professor Viner, you 
have ranged over a very broad field in an interesting 
way, and I would like to take up one of the comments 
you made just towards the end of your last statement. 
In assessing the balance of payments problems of the 
United States in particular, and talking about the 
relation of the balance of payments problem to economic 
policy,I take it you would not altogether agree with 
a statement that Lord Cobbold made to us the other day, 
which was to the effect that balance of payments pressurés 
usually make you do the right things from the standpoint 


of monetary policy and economic policy. 
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PROFESSOR VINER: Well, that is the old 
providential harmony argument on which I was brought 
up, and which I have often expounded, 

COMMISSIONER GIBSON: He was speaking from 
the standpoint of his own experience, 

PROFESSOR VINER: The balance of payments 
pressures which occur when you are having an inflationary 
boom probably are doing or are trying to do you good in 
almost every respect. But when your internal difficultie 
are severe, when you have unemployment and prices are 
soft rather than going up, it is unfortunate if at that 
time balance of payments pressures come along; I would 
not see any providential harmony in that situation. 

So I would distinguish two classes of case. 
Historically, I would say there are times in which if 
by restrictive measures at home,statesmen met balance of 

pressure 
payments /it would be very helpful. 

I could name at least five or six Latin 
American countries at this moment where if the balance 
of payments pressures were taken seriously and almost 
any kind of deflationary response was made to them, it 
would be a good thing in terms of any reasonably 
sensible national goal. You may ask: Why are they so 
ignorant as not to respond in this way? It is not a 
case of ignorance, but of weakness and political 
selfishness on the part of those making decisions; they 
are pursuing short-run political goals. It is never 
pleasant for a statesman to tell the workman, "You must 
accept a lower wage over the next six months or year," 


or even," you must not ask for an increase", That never 
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brings great cheers for the statesman from the workman, 
though afterwards they can perhaps be persuaded that they 
ought to respect him for having done that. 

So, in answer to Lord Cobbold's statement, 
as you have reported it, Suppose you divide the historica 
record into two kinds of period, in one period there igs 
pressure on the balance of payments associated with 
internal inflation, budgetary deficits and rising prices. 
Then, at least at the moment, I cannot imagine any form 


of deflationary response to the impact of that balance 


of payments pressure which would not be helpful to a 
sounder and healthier economy. 

On the other hand, in a period when depression, 
falling prices, unemployment, and balance of payments 
deficit are present together, there is something tragic 


to face, the tragedy being you have two perfectly 


sensible, perfectly sound and quite important objectives 
that call for action in opposite directions. 

COMMISSIONER GIBSON: Do you think this 
conflict in objectives could have been foreseen and 
perhaps anticipated? 

PROFESSOR VINER: I suppose not. The only 
fairly reliable prophesy is that based on hindsight; 
that is a prophesy after the event. Even the "I-told- 
you-so" kind of reportis quite unreliable very often 
because the same man may have told you diverse things 
the week before or the week after, and is using the 
one that fits. 

Again, I do not say you cannot do a certain 


kind of predicting. For instance, when things are easy 
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you can build up a certain amount of international 
reserves, in case certain kinds of events happen; 
reserves that can save you from severe pressures later 
and leave you freedom to cope with a domestic recession 
without having to worry about the balance of payments. 
For a country like Canada, for the United 
States before 1933 and since, say, 1959, or thereabouts, 
and for all the rest of the world, the notion that there 
may be a balance of payments crisis in the offing ought 
always to be present in the inner consciousness of 


statesmen and government officials. 


The United States lived in a peculiar period, 
peculiar to it and unique in history in general. * It 
lived in the Fort Knox period. I gave a talk to the 
Canadian Political Science Association way back in the 
early thirties, in which I criticized the general 
feeling that the hoard of gold at Fort Knox was insig- 
nificant. I did not argue it was wise, but I did argue 
it had significance. I claimed that Fort Knox was 
operating powerfully all the time. How it was operating 
was to free the United States from certain responsibilities 
and obligations to its own people and its own economy 
which normally governments always had. It did not have 
to take into account the possibility of a balance of 
payments crisis. It had, in terms of visible proportions, 
an almost inexhaustible reserve in the form of gold 
at Fort Knox. In its policies it could therefore 
disregard balance of payments considerations; as it did 


from, I would say, 1933 to 1960 or 1961. 


COMMISSIONER MACKINTOSH: But other countries 
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could not? 

PROFESSOR VINER: No other country could, 
and the United States itself normally could not. The 
special feature was that an outrageous devaluation 
produced an outrageous concentration of gold in the 
United States, and for one reason or another inflationar 
processes did not fully work themselves out, so that the 
gold did not get into the price level. But by 1959 the 
United States was again in the normal pattern, balance 
of payments considerations were again important for it; 
although it was two years before there was any reflectio 
of the gold drain that I could see, in government policy 
the reflection is not 100 per cent yet. 

COMMISSIONER GIBSON: That is why I asked you 
if you thought this could have been foreseen. This 
problem was coming up for quite a while, was not it? 

PROFESSOR VINER: I do not claim that I saw 
it coming before late in 1959, and I do not blame any- 
one for not foreseeing it. But in fat years one should 
build up reserves for the lean years even if one does 
not know when these lean years will come. 

In the England of the nineteenth century, 
partly by design and partly by private profit motives, 
the Bank of England, historically the operating agency 
and the trustee of the gold system for the world, 
operated on a gold shoe-string, operated with a token 
supply of gold. 

Throughout the century,from 1819 to 1914, 
this occasionally got England into very serious trouble, 


which could have been foreseen ~- not in the timing, 
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but as a possibility, And the way to prepare for it was 
fairly readily available and known. Not that the Bank 
of England by itself could have done it, because it 
operated on a profit-making basis and it needed to earn 
dividends on it shares, and if it kept ample gold 
reserves there would have been no income. But the 
government with a formal or disguised subsidy, could 
easily have enabled the Bank of England to build up and 
retain a reserve, let us say, of 50 million pounds. 

We now regard that as a trifle; but it would have 
sufficed. 

The United States has less freedom here than 
Canada has. The United States cannot protect its own 
liquidity very far without getting other countries into 
trouble, because it is too big and can augment its own 
liquidity only by impairing the liquidity of the rest 
of the world. Canada has unlimited scope in this 
regard. Canada can accumulate an adequate reserve 
without being conscience-stricken lest it be hurting the 
rest of the world if it chooses the appropriate time 
and Canada can afford it. The annual cost would be 
whatever the appropriate interest yield would be on 
whatever numbers of millions of dollars of international 
liquid assets would suffice for this purpose. 

Moreover, I would point out that Canada has 
always known how to earn money on its international 
reserves, a thing not available to England. Reserves 
are not an income non-earning asset to England, but 
they can be and have been for Canada. Again, I would 
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Canada now a free, irresponsible pursuit of liquidity 

in terms of narrowly-conceived national interest. Canada 
also has responsibilities with regard to the rest of the 
world. All I am saying is that they are not of the 
degree of those of the United States or of England -- 

and particularly of those of the United States. The 
United States is chosen to bear these responsibilities 
not because psychologically or morally or emotionally 

it. is better equipped to carry them, but, again, because 
of its size. Size is of great consequence in the 
politics of international relations, as well as in its 
economics. 

COMMISSIONER GIBSON: We are well aware of 
that here, in our relations, particularly with the 
States. 

| PROFESSOR VINER: One of the important ways 
of dealing with size is to get adjusted mentally, 
morally, emotionally and economically to one's real 
size. Its relative lack of size gives Canada a measure 
of freedom of choice as to the instruments to be used, 
say, to correct a balance of payments disequilibrium 
that is not open, in the same degree, to the United 
States because the United States would have very 
seriously to consider the impact on the outside world, 
and part of that outside world that the United States 
has to keep in mind -- and, possibly, does not keep 
adequately in mind -- is Canada. If the U.S. shrugs 
its shoulders that may be more than merely a jostle 


to its neighbour. 


COMMISSIONER GIBSON: I would like to ask 
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you a question or two about the objectives of relatively 
full employment. Would you care to put on record any 
range of numbers on that as to what is reasonable from 
the standpoint of American experience, say? 

PROFESSOR VINER: No, I would not. I am not 
well enough informed to do so. A reported difference, ofl, 
Say, between 2 per cent as a standard for one country and 
4 per cent for another country might mean no real 
difference at all. There are important differences in 
definitions and in circumstances between countries. 
International comparisons of degrees of unemployment may 
mislead you more than they inform you, because the 
definitions are different. 

COMMISSIONER GIBSON: How about accepting 
the American definition? 

PROFESSOR VINER: I remember once sitting in 
on a conference at Washington when I was temporarily a 
civil servant, when the Agriculture Department was 
pressing for a definition of unemployment under which 
the farmer would be treated as unemployed from October 
to April. I asked "What about Babe Ruth? From all 
accounts he was unemployed for seven months of the 
year. What about a prima donna who sings only six 
times a year and yet gets $100,000" -- which was then 
a lot of money -- "and the rest of the time, apparently, 
is playing around?" 

COMMISSIONER GIBSON: Do you not have a 
definition now that an unemployed person is one who 


is not working and is actively seeking work? Do you 


do this through your manpower survey? 
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PROFESSOR VINER: Yes, but "actively seeking 
work" is a highly technical term and means "if you 
are registering at an {employment office", and there 
are many who would not register there even if they were 
on the edge of starvation. They feel it labels them, 
and so on. Also there are fakes. These percentages 
might be small, but as between countries the definitions 
vary, and if you are going to make comparisons of figures, 
what are you going to compare them with? 

COMMISSIONER GIBSON: I think we have about 
the same definition here as you have in the States. 

PROFESSOR VINER: The same definition can 
mean different bintvtis in two different settings. My 
own feeling is that in the United States anything 
approaching 4 per cent ought to be regarded as intolerablle 
for more than a few months or half a year, or perhaps a 
year at the most. 

I think that involuntary unemployment is a 
very serious evil. A working class that feels that 
other than transitional and frictional unemployment 
is,a real risk is never going to: feel that society is 
organized with due consideration of its interest. But 
I am not qualified to specify when in terms of un- 
employment statistics the signal for special action has 
been given. 

COMMISSIONER GIBSON: So, when you get over 
this appropriate percentage this becomes a dominant 
objective of economic policy? 

PROFESSOR VINER: A major one, but I must 


leave it for others better informed to locate the 
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critical percentage. When it comes to programs of 
action, moreover, I have no confidence in my own unaided 
judgment as to degree and timing. 

If I were to sit with you gentlemen to plan 
Canadian policy, what I heard from you and learned from 
you, would undoubtedly influence any advice I would give 
as to kind, degree, and timing of action, 

In this month of September, 1962, it may 
very well be that the important issue is price stability 
because it is threatened and there are to be considered 
measures which will support or weaken it. 

Unemployment is not a major issue for any 
Single week or month. Only as it continues for a 
period of some length should it be regarded as a major 
problem. We ought to know enough to be able to remove 
the risk of involuntary unemployment over a sustained 
period for the labour force as a whole. 

150 years ago in England the major economic 
issue was whether it was possible to relieve starvation 
resulting from unemployment without undermining the 
honesty and will to work and integrity of the working 
class. Today we know that if you give the bare 
necessities of life to an unemployed man that it will 
not necessarily make him a bum for the rest of his life, 
but 150 years ago some of the fathers of our profession 
seemed to think that men could be so corrupted with ease 

great dangers is 
One of the / you have plural objectives -- that you 
need to be conscious of the potentiality of conflict 
between them and look,for ways of adjustment so that 


you can try to pursue all your goals simultaneously 


si one | 
¢ to amergorq ot asmoo tt netW .exednesteg fsotdtito qt 


iia mwo yn mi someblitnoo on svea I (awsvosiroms,. mottos 
| -animitd bis sergsb o¢ es Insmabust 
Melq O¢ nomelineg voy ddiw tke ot siew L- tT 
mort benaysestl bas voy aged: Giese I tsdw’.yotfoq nstbsnsd 
levis bivow I seivbs yas soneul tet en bIvuow .oy 
aoltss To gnimid bits .seig9b .batv o¢ (as 
vem di .SdCL .asdmatqes to Adwom efdd al cisy 1 
ystiltdsse ssinac ef evyeet dnstioomt oft tsdt ed [few YISV e | 
beteblenods ed ot evs sisdd bris benstseadt ef tt seusoed ‘ot : 
ti meNsew to tioqque [fiw doldw esxvesom jt | 
wis tol svaet sotsa s ton af sasaryolqmoenv iS | 
8 TOT geounttincos Ji ss yinO .ddnom to dsew slanta et ; 
totem 6 as bebisge1 sd dit Bivoda dtanel smog To botiaq ” 
svomeit of sids ed ot dgeyons worl ot doguo oW »tieldorg jer | 
benisvave s Tevo tnemyofqmsny yustnulovnt to Naty sdt | 
-ofodw s as s0t0t twodsel sit 101 botteq 
Simonoss tofem edd baslank nt ogs arsey Oar 
nolisvista evetfes ot e{dieeoq asw ci tontedw saw eueet 
odd gninimiebnay duentiw tremvofaqments mort ants Ivueor 
gnintow odd to ysiesetdi bas wrow ot LIfiw bre vtasnond 
eisd sds svig woy If ted¢ wom! ew ySboT’ i saslo 
ifiw gr vsdt nem beyolqmenu ms o¢ sitkl Yo astétaasoon 
|.92ff eid to ¢aes ent Tol mud s min sNsm yilasaesoen son 
folaas'torq tuo to arenitsi sdd to smoe ogs eresy O@Li dud 
leass idkw bedqueros oa sd biuoo mem ded stttdt o¢ bemess 
| ef aevrognsbh Jsers 
“Ley tsdt -~ aevisostdo [stmilq eved yoy. \ edt to snd 


JoLLinoo to ydtLetsinetoq edt to evotoencs ed /6d basn 


tsdt of Jnoméantbs lo aysw tol Mool bas medt maewted 


Ylawoonstivmte afsog avoy [fs sued o¢ Vis aso yoy 


ar - 


Nethercut é Young 


Terente, Ontaric “5001 ~ 


for periods of some length. But in any one week or 
month or even in one full year you may have to be workin 
counter to one of these particular goals. But my feelin 
is that as far as unemployment is concerned, if it lasts 
for six months, and if in extent it crosses what in the 
wisdom of the experts is the tolerance level, you must 
do something about it. 

COMMISSIONER GIBSON: Is there much differenc 
between the objective of a reasonably rapid rate of 
economic growth and the objective of a reasonably high 
level of employment? 

PROFESSOR VINER: It is important to 
distinguish those two, and when you are discussing one, 
not to assume that you are also discussing the other. 

It is obvious that an economy in which men are usefully 
employed all the time will, other things equal, grow 
more than one which has very serious unemployment. 
Employment does of itself produce a certain amount of 
growth. But the growth that people talk about now 
when they talk about national policy and unsatisfactory 
rates of growth is the per capita rate of growth at a 
normal level of employment. The rate of growth now 

so much under discussion is not a question of degree of 
employment or size of labor force but of rate of capital 
formation through saving from income, and also rate of 
technological improvement or increase of productivity 
per employed laborer. 

The growth people are talking about now 
involves such things as comparing U.S. growth with 


Russian growth, aggregate or per capita, for its 
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military or political or prestige significance. Growth 
is also important for other reasons,such as, for example, 
its facilitation of adjustment without positive injury 
to anyone of shifts in products or in processes through 
the normal processes of retirement of workers and 
depreciation of plant. The modern emphasis on "growth" 
is concerned with contributions to growth by technical 
improvement or discovery and by increasing the ratio 

of saving and of capital investment to national income, 
and also perhaps by growth of labor POrée,NBusl nosewith 
an upward trend of the ratio of employed to those 
wishing employment. 

COMMISSIONER GIBSON: You said that growth 
was a long range structural concept of unemployment 
and that sort of range was more closely related to 
political requirements. 

PROFESSOR VINER: Let me voint out that what 
would at one historical stage be regarded as unemploy- 
ment, perhaps serious unemployment, would be regarded in 
another society or historical stage as a healthy, 
normal, desirable situation. 

The number of hours of a man's annual supply 
of hours that he devotes to gainful employment today 
is shrinking year by year in the western world. In the 
first place he stays in the educational stage before he 
enters employment longer than he used to. 

In the second place, if he lives, he retires 
earlier. You have also the shrinking of the working 
week, the paid vacation, increases in the number of 


paid holidays, and all of these things are leading to 
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an appreciable downward trend of the ratio of average 
working hours to the hours in a week or year, and this 
applies to the normal western country. 

On the other hand, there are two forces 
working in the opposite direction; one is the thdbewdea 
proportion of the population that works at some stage 
of its life, especially the increased proportion of 
women that engage in gainful employment as compared to 
100 or 50 years ago cr 30 years ago, and the trend is 
quite marked. Another is that the shrinking of the 
official working week mao dices as a subsidiary 
phenomenon "moonlighting" or wong each day on a 
second job. 

Some of my professional colleagues believe 
it is dangerous to have growth objectives because that 
means a you are not going to accept whatever growth 
the free market spontaneously yields, but will introduce 
controls and directions and forced Savings, and so on. 

I have not raised the issue of freedom from 
regimentation; I will only say that at some stage 
I become quite sensitive to that sort of argument. 
Thought still has to be given and views have to be 
exchanged on this; the question is supposing that for 
a military reason it is decided that the American 
economy must grow at a faster rate per year -- whether 
in the aggregate or per capita -- how can you bring it 
about? 

No matter what the purpose is, if you want 
that growth, the way in which the growth will be used 


matters. What service will be performed if all the 
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growth goes into more chrome on automobiles, for instancel? 
My reaction to that is that no matter what special purposes 
you want to serve by the additional growth, you will not 
get it all for your purposes and you will have to take 
whatever is the more or less Spontaneous proportion, 
whether you are to have more for education or hospitals 
or more for guns and ammunition. In other words, you 
can't design the allocation of the growth, and say that 
we must have 5 per cent in growth, all of which growth - 
or 80 per cent of which -- must go to military purposes. 
You can't have that kind of regimentation in a free 
society; I don't believe even the Russians can achieve 

100 per cent. 

If you want growth even for military or 
education purposes you must strive for promiscuous 
growth in the hope that the required fraction of it 
will become available for the purposes that you really 
value. That is my answer to those who Say that you 
must not accept this doctrine that the community has 
the right to decide what growth rate it wants, 
because it will involve giving up our freedom. 

My answer to those who say you don't need 
growth to achieve your purpose, that all you need is 
to eliminate the trivial expenditures and use your 
resources instead for these other purposes, is that you 
will need a social revolution to produce this shift. 
Growth produces a promiscuous basket of things which 
people desire, some of which I approve of and some I 
don't. But we can't get for Jones the things we approve 
of his getting unless we also make it possible for him 


to get the things he wants but that we don't approve of. 


5 mw BAe 
; puto dy tuodish 
4 Py £ Se 7 eo oF te “<2 


loons ant tol ,2eltdomotus no emorio stom od¢nt ee0R dtworg 


7 
> | 


é 
a4 


apogtna {stoeqa tsdw tedtdsm om tsdt ef gsrit ot motiosset YM 
| gon ffftw voy .dtworg Isnoltibbs edd yd evree ot tasw roy 
| oxst ot eved [ftw voy bras assogisgq suoy tot [fs 3k tex 
~noLtroqorg avosnedmoqe eeel to stom sdt et tsevedsdw 
afstiqaod to molisoubs tot siom svsd ot eis voy tediteriw 
yoy ,abtow sefto al .nottinumms bas enuzg rot stom to 
tsdt yse Oris .ddworg edd to nottsoolis add matesb t'naso 
~ dtworg dotdw io [fs ,.ddworg mi tase req @ svsd teum sw 
-aseoging yisvilim ot og daum -- dotdw to tase req 08 ao 
sett s ai notisinoemizgey to bain tedt oven t' nso oY 
sveidos nso ansteauvH odd move svetled t'aob I :ytestoog 
staso 1 Ssq COOL 

to yistifim rot neve dtwory tasw woy II 
avouoatmoiq tol eviagte saum vey eoagoquudq noltsoubs 
th to moktosxt bexrtupes eds ssid eqond ens cet diworg 
yYlfser voy Sanit aesaogiug sft tot s{dslisve smoosd [ftw 
OY dsdt yse onw saodt ot wewens ym et tetT ..sutev 
asd ysiaummoo sd3 tsdd entatoob etds $gsoos ton Jaum 
.aunisw ti otst diworg Jedw ebfosb o¢ tryin ont 
smobee1t iso qu gnivtis sviovet. [fiw tt seusood 

Seen t'nob yoy ysa onw saodd o¢ tewans VM 
‘oa Deen yoy Ifs tsdit .saoqura toy evetdos ot diworg 
wey sen Sas aetudtomsgxe {siviatd edt stsnimtis o¢ 
YOY dsdt at .assoqundq tedto sass tot bseetant 259 108 9T 
-Jlide etdd sovbotq od mnotduflover [gtoog s been Ifiw 
dotdw acids to ¢exasd asovoatmotq s asouborq déwoxrd 
I smoa buns to svouggs I dotdw to emoa .,sittasb s{qoeq 
Jovorcas ow agnitdd edd aenol tol Jeg t'aso ew tuG@ od 'itob 


| aid tot ofdtezog tt svcm oals sw aaeins gntdten atm to 


F ~~ _ Oywyoertace +lenawR Pee ee a a a ee * 5° -_— 


Nethercut &é Young 
-5005- 


Terente, Ontaric 


But I repeat that growth makes possible adjustment to 

shifts and changes in the economy, to changes in style, 

changes in method and processes, to shifts in foreign 
or exhaustion of particular kinds of basic material P 
y much less human pain and loss, with much less friction 

in a growth industry. For military purposes growth may 


even be a handicap; there is a doctrine going back to 


the ancient Romans that wealth and luxury may impair 


military strength and ardour may soften people so that 
they ride instead of walk and can't endure austerity 
when needed, and so on, all of that may be weakening or 
strengthening. To me it has always seemed a little 
Silly to compare our growth -- "our" being American now 
-- in gross national product with the Russian one as 

a military consideration without reference to the ratio 
of chrome to steel in the two product - mixes. 

A unit of Russia's G.N.P. may be worth three or four 
times in the military sense what an American unit is 
worth, and that may even be due to American prosperity 
rather than to poverty. In other words, it is conceiv- 
able -- that wealth may be, from a military point of 
view, a weakness, although if managed in accordance 
with the military objective as sole goal it would 
always be possible to make wealth build up military 
strength. If the United States was seriously concerned 
only about its military strength relative to Russia's, 
reconstruction of the pattern of consumption or the 
makeup of our Gross National Product would be a much 
quicker and better-aimed procedure in terms of hitting 


your target than would just working for general growth 
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over the years. But it would involve a major threat 
to economic and other freedoms. 

COMMISSIONER GIBSON: Professor Viner, this 
is very helpful and interesting. Unfortunately we have 
a great many questions to ask you, and I would like to 
go on to another general one. You have explored this 
question of objectives and conflicts between them in a 
most interesting and helpful way. I would like to ask 
you to give us your thinking a little more on the 
subject of the specific objectives of the central bank. 
You intimated in your submission, and you made it cleare 
in your spoken statement this morning, that you thought 
the objectives of the central bank should be much more 
limited than those broad economic objectives we have 
been talking about. I see you talk in your statement 
in terms of the primary objective. Could I ask you 
what that is? Is it stable prices or is it different 
things at different times. 

PROFESSOR VINER: If I were designing the 
Specifications which, say, the staff of a new central 
bank were preparing to submit to the government or to 
the Parliament for approval or for a mandate, I believe 
that probably I would advise the bank, while not leaving 
them totally out of contemplation, not to regard as its 
particular responsibility a whole, wide range of nationa 
objectives, and that it ask to be assigned one particula 
objective on which the government was agreed, and to be 
left free to pursue it except ina crisis. I would 
leave the general pattern of national objectives for the 


Parliament and the people and the political process to 
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pursue through other agencies. 

If you were then to ask me what is a sensible 
and suitable goal for a central bank, I would urge the 
traditional one of preserving the purchasing power of 
the national monetary unit. 

COMMISSIONER GIBSON: That would be its 
primary objective? 

PROFESSOR VINER: That would be its primary 
objective, but it would not mean that the bank says, 
"This is more important than anything else." The 
bank would say, "This is more important in terms of 
our operations than anything else for which we have 
special responsibility. If there are other things with 
which this conflicts, let the rest of the economy or 
the government accommodate itself to it and take what- 
ever countervailing measures it wants to." The central 
bank should have the authority to do this and it should 
not have to face a minister of finance coming in and 
saying, "We told you we wanted a lower interest rate 
because of a new issue of bonds we are planning and 
what you have done instead is to produce a higher 
interest rate". If the central bank is set up properly 
the governor of the bank should, in these circumstances, 
be able to tell the minister of finance, in most polite 
terms, of course, to go somewhere or otherwise he cannot 
operate. 

A central banking shop that is faced with the 
requirement of constant subordination to the traditional 
confused, inharmonious objectives of a typical ministry 


of finance cannot operate successfully, cannot reach 
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Clarity as to what it can and should do, and cannot 
make a sensible selection of instruments or tools to 
use. It may be that you want to assign to the central 
bank as its major goal minimization of the cost to the 
government in terms of interest rate of its’: debt. «To 
me that would be one of the most absurd national goals 
ever invented, but it is often the dominant goal of 
ministersof finance, particularly at issue time or a 
week before that. I say; keep the central bank out 

of that. Let us not confuse national objectives or 
the proper operations of a central bank by making the 
central bank merely the minor servant of the trivial 
goals of another agency of government. 

COMMISSIONER GIBSON:: How do you decide 
Whether the goals are trivial? 

PROFESSOR VINER: It is a matter of dimension 
How much difference does it make what the Canadian 
public debt costs in interest paid out by the Canadian 
government to Canadians, whether it costs -- I do 
not know what the range is -- $250 million or $255 
million a year? 

Another point is that the minister of finance 
may be trying to make some kind of a personal record. 
Gladstone, in order to be able to cut the income tax 
by half a per cent, would have, I think, lived on milk 
and water and punished himself and flagellated himself 
for months,and he would have thought he was thereby 
rendering a great service. But I am acting not out 
of character perhaps but out of the image I am trying 


to present when I use the word "trivial," because it 
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is my thesis that it is always for the community to 
decide what the proper goals are. The economist is 
not a special expert on choosing as between national 
goals. In this particular case it is only because 
a very small quantity is something very much smaller 
than a huge quantity, that I presumed to use the 
adjective "trivial". 

COMMISSIONER GIBSON: Suppose these 
differences persist over a period of time. How do 
you resolve it? 

PROFESSOR VINER: It is not merely a question 
of whether it is a matter of major importance whether 
the interest rate on the average on the government debt 
is 43 per cent or 4-5/8. If the government thinks that 
is a major issue, then it ought to look around for othe 
ways be dealing with that situation rather than through 
the central bank, for the central bank has other things 
to take account of. A law could be passed that every 
man with an income of over $5,000 a year shall buy a 
prescribed amount of long-term government bonds until 
the rate of yield of government bonds falls below 
some forbidden rate. 

Or some other ways of doing it without 
interfering with the central banking process should 
be adopted. I stress non-interference with the 
central banking process, however, only if it has 
clearly assigned and narrow goals and sticks to them; 
otherwise you are making the bank the authority over 
the economy and I am not advocating that. 


COMMISSIONER GIBSON: What you are emphasizin 
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1 is --- 

2 PROFESSOR VINER: A clear mandate; partly 

3 because I think the central bank will operate more 

4 efficiently if it has a clear mandate, and partly 

5 because I think the central bank will have a great 

6 deal more courage to follow its goals as it sees them 

7 if it has a clear mandate to Support them and can plead 
8 not merely its own wisdom as to selection of goals but 
9 the mandate that the people has assigned to it. 

10 I think that is important in the United Stateg. 
11 You have the advantage in your mandate, as I read it, 
12 that your central bank is given as one of its goals the 
13 maintenance of the purchasing power of the Canadian 

14 dollar. We do not have that in the United States. 

15 COMMISSIONER GIBSON: The central bank, 

16 in setting down goals, has included most of these 

17 other general objectives. 

18 PROFESSOR VINER: I think I said I would 

19 have the central bank act rather conservatively as 
20 to the number of goals it recognizes as coming within 
21 its field of responsibility. 

22 COMMISSIONER GIBSON: Do you know of any 


central bank that has 2a simple, clear-cut goal of 
the kind you are talking about? 
PROFESSOR VINER: You mean that has only one? 
COMMISSIONER GIBSON: Yes, in fact. 
PROFESSOR VINER: I do not know of any 
central bank that has been formally assigned a logical 
function in its own economy. The central banks are 


still emerging, still changing. They have a relatively 
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short history, and a lot of that history is a history of 
adherence to traditional ruts. 

I am trying to make only one point; that it 
is important that the central bank be assigned specific 
and clearly defined duties. What these duties should be 
is a matter for national decision. 

If you ask me what are the professed goals of 

ye bankers, I would say that if they were appearing 
before a gathering like this they would include a wide 
range of goals, including virtue and motherhood and 
also everything else they could think of which is nice 
and good. 

COMMISSIONER GIBSON: We had Dr. Holtrop, 
the Governor of the Netherlands bank, give evidence. 

He made it quite clear that their primary goal is stable 
prices. 


PROFESSOR VINER: That may very well be. But 


a central banker, when his bank has been doing very well 

on stabilizing prices, will naturally speak that way, 

but the same central banker, when the record of his bank 

over the past two or three years has not been too good, 
as far as price stabilization is concerned, 

f will be likely to start talking about other objectives. 
I believe strongly in the importance of a clear mandate 
to the central bank. Some years ago, testifying before 
a Congressional committee in Washington, I urged that a 
price stabilization mandate be made part of the Employ- 
ment Act. Literally, as I read it, the Employment 
Act is a plea for maximum inflation. It asks for 


maximum "purchasing power" and does not define it, 


and the most obvious definition of that is: the 
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maximum amount of money possible. Now, that depends onl 
on the speed of the printing press. I was rather 
severely attacked by Federal Reserve economists at the 
hearing on the ground, of course, that price stabilization 
is implied and included in the mandate to the Federal 
Reserve and has always been taken into account. My 
colleagues in the profession also thought I was minimizi g 
the extent to which by the nature of things the central 
bank would already assume that to be its mandate. 

The next thing they criticized me for was 
my assumption rere central bank did have a mandate 
it would make any difference, that the words would have 
any effect. I may still be wrong, but I now have the 
satisfaction that the administration, the same committee 
of Congress, and the Federal Reserve Board itself, have 
Since come around to the idea that there is some virtue 
in an explicit mandate to promote price stabilization, 
and they think they need it in their business, and for 
the reasons which I had expressed, even if clumsily. 

I will tell you how I came to the conclusion 
I did, as it may be relevant. I was at one time adviser 
to the Secretary of the Treasury. The Treasury Department 
in Washington had a tremendous range of functions 
Spreading all over the map, and I had contact with a 
number of them. I found the -Customs Bureau was a case 
in point. On the question of interpretation of tariff 
rules, an important diplomatic issue arose with Nazi 
Germany as to duties. The issue came up as to whether 
a certain item in the statutes gave mandatory or 


discretionary power. The State Department -- and the 
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business of the State Department is to keep the peace 
and at that moment its business was to keep the peace 
with the Nazis -- fought hard on behalf of the German 
government on the ground that the statutory provision 
although written in mandatory form was really discretiona T, 
and that the Secretary of the Treasury could use his 
judgment in the interests of peace, or prosperity, and 
so on. The Secretary was able to reply honestly to the 
State Department and to the President that his general 
counsel and the Director of the Customs Bureau, who was 
himself a lawyer, had said that it would be an impeachabl 
act to disregard the letter of the Statute, and that the 
mandate was explicit and clear. I saw on a number of 
occasions a powerful secretary of the treasury in close 
contact with and with great influence on the President, 
and having the President's support, finding it impossible 
psychologically to take some desired step against the 
position of his own legal staff that it would be counter 
to the statutory mandate under which he was operating. 

Now, I might put the other phase of it. There 
are in Congress certain men who hate the mere idea of 
restrictive monetary control, and who apparently consider} 
that money does not show its full potential virtue unless 
it flows in unrestrained abundance. There is obviously 
some kind of a conflict between that kind of legislator 
and a central bank. 

In a case like that my own inclination would 
be to defend the bank against the legislator and the 
best defense is that the parliament or the legislature 


should disarm that legislator by passing a resolution 
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or giving a mandate authorizing the central bank, without 
asking this statesman whether he likes it or not, to go 
on doing a specific job that Congress or the parliament 
or the legislature had assigned to it. 

Your form of government is different from 
ours, but I believe is sufficiently like ours in needing 
to sort out the functions and to assign duties to 
appropriate agencies. This is in no way inconsistent 
in a democracy with the ultimate force and power of 
government resting with the government and not with any 
delegated or appointed agency even if it involves some 
restraint on the part of the executive branch of govern- 
ment. 

COMMISSIONER GIBSON: Thank you, sir. Perhap 
some of the other Commissioners would like to ask you 
Some questions on this subject. 

COMMISSIONER MACKINTOSH: I would like to ask 
one question. I was a little disturbed by what was 
perhaps a wrong inference from what you said earlier in 
arguing for a clear mandate for the central bank, and, 
in some degree,a disregard, or an ability to disregard, 
government policies of a different sort. puresy, if a 
government wants to do certain things in terms of 
fuller employment and the central bank is intent on 
a stable price level, it is better for them not to 
act at arms! length and in closed rooms, but to discuss 
the inter-relationships and arrive at effective methods 
of operating so that both objectives can be achieved 
as nearly as possible in the circumstances. 


PROFESSOR VINER: I certainly agree with 
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1 what you said, and agree enthusiastically. I would, 

2 perhaps, elaborate, and without contradicting what I 

3 said before because I was Speaking rather metaphorically. 
4 Remember that I did make an exception with respect to 

_ a "crisis", and then TI changed it to "emergency". 

6 Let me try to explain again what I regard as 

7 one possible way of setting up a central bank, limiting 


8 its functions, and also giving it a clear mandate. ; 


9 Perhaps the government itself might want to change its 
10 mind about that mandate so I do not say that the bank 


11 Should have the power of veto, or that it should have 


12 an unbreakable contract as to the tenure or length of 

13 time during which the mandate it has shall be effective. 
14 In terms of governmental organization in relation to the 
15 central bank, or the relationship of the central bank to 


16 the government, there is an infinite number of ways 


17 which the arrangements can take. One thing I would 
18 stress is that the government is the final authority 


19 and not the central bank in a full-fledged democracy. 


20 That is an element of democratic principle. The 

21 government cannot surrender its own authority beyond 
22, a period of time unless it loses its sovereignty. 

23 I would not, for instance, wish the sovereignty of the 


Dominion of Canada to be shared with the Bank of Canada, 
I would keep it in the government of Canada, and so 
would I with respect to the United States. 

But, this mandate may be a self-denying 
ordinance on the part of the Cabinet, or the Congress. 
To speak in American terms, when Congress passes a 


resolution or an act it imposes an obligation not only 
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on the federal reserve but on itseif That ts something 
that generally Congress is emotionally unwilling to 
recognize, namely, that when it passes an act it is 
operating as a restraint upon itself for a week, at 
least, or a month. Tn practice administrative agencies 
in Washington continually have to complain that Congress 
gives them instructions in January and then in February 
a Senate committee scolds them for having carried them 
out. I recognize that absolute precision of mandate is 
impossible in practice, that some degree of elasticity 
is both inevitable and desirable, and that since it is 
human beings that are involved, you have to work that 
out in terms of personal relationships, and not by 
precise formula. 

Let us-suppose that unemployment is the issue 
on the one hand, and that stable prices is the issue 
on the other, If the most promising avenue of approach 
to an unemployment problem is, say, a budgetary deficit 
financed by the central bank, then I would say it would 
be better to arrange it so that it is not financed 
directly and compulsorily by the central bank because 
that impairs the ability of the central bank to carry 
out its own responsibilities. 

Let us suppose instead that the government's 
financing is done by way of short term bills which are 
sold to the commercial banks. In a situation of that 
sort I would not have the central bank rushing in to 
impose tight money, on the ground that otherwise the 
effect of that bill flotation is going to be that 


next season, or next year, prices will rise. I say 
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let the Bank in such circumstances see the whites of 
inflation's eyes before it starts shooting. 
COMMISSIONER LEMAN: Professor Viner, would 
you not feel that the danger of these kinds of 
resolutions could become fixations? Can I use an 
example relative to United States? There has been 
great discussion about long-term government bond 
interest rate ceiling in the United States. That was 


a kind of a law and resolution that became so firmly 


engrained that it is fairly difficult to do anything 
about it. Is not that so? 

PROFESSOR VINER: But notice whose infatuatio 
that was. It was an infatuation of Congress and not 


an infatuation of the central bank or of the Treasury. 


There is no cure for that. I propose no. remedy. I 
am enough of a democrat to say that Congressional 
infatuations for the most part have to be accepted as 
acts of God. There is nothing you can do about them. 
But, I am thinking in the realm of the do-able. On 
the whole I have no general presumption that the 
administrators and the executives do not have their 


own infatuations as well as Congress -- and even 


economists. 

When you started I thought you were going 
to ask me: What if the central bank has an infatuation 
about a certain device, ora certain rate, or a certain 
level of prices, or a certain cyclical pattern? 
History is certainly as marked by infatuations on the 
part of central banks as on the part of Congress. 


Central banks have a more stable tradition, whereas 
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Congress changes every two or four years, and it change 
with the parties, so that Congress has a greater range 
in variety of infatuations. But, central banks have 
traditional rigidities, some of which may even be very 
good on the whole, but none of which, because they are 
rigidities stretching over a long period, could have 
been equally adaptable to the desires and wishes of 
different countries or of the same country at different 
times. 

In the case of one possible rigidity that I 
am proposing -- this mandate of the central bank which 
authorizes it within limits to do whatever in its 
judgment is necessary within those limits, so: that 
long-run forecasting is left out of the picture -= in 
order to remedy a current instability of the price 
level or something like that, the central bank might 
fall into an unsuitable rigidity. In such a case 
Dr. Mackintosh's terms might become very relevant. 

that 
But remember/there is a remedy on hand. The same 
power that gave it the mandate can withdraw it in a 
crisis. 

I would like to be permitted to make a kind 
of a suggestion as to how to deal with a situation of 
conflict of purpose or objective, or as between-blind- 
ness in the vision of one agency as against blindness 
in the vision of another agency as to what is important 
I believe in the high level conference for the exchange 
of information, and views. From the proper level of 
power and authority, what ever it may be according 


to the country and its system, if agreement has not 
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been reached or an understanding has not been reached, 
there should come a change in the mandate. That should 
come from the highest authority, whatever it may be. 
With it should come a clear announcement to the public 
that the issue has occurred, so that the whole matter 
never becomes a backroom matter. The publie must be 
aware of the fact that there is an issue, that there 

is acconflict of position, that it involves a conflict 
of goals,and that high authority has decided the issue. 
In that way you maintain the prestige of the agency that 
has been shoved aside on that. At least, it has not 
yielded through timidity; it has yielded to legitimate 
authority, and it is now carrying out a new mandate 
which is made perfectly respectable by the fact that 

it has been decreed by the supreme authority, even if 
nothing else can be said for it. 

If a statutory or executive mandate runs 
counter to all the ideas of the federal reserve as to 
what is a respectable monetary policy then maybe they 
ought to resign as a moral protest, but apart from that 
crisis of conflict of opinion I think what I have 
Suggested is a workable type of procedure. But the 
decision must be announced in detail so that the public, 
and the legislative body also, has a chance of deciding 
on the merits of the issue, and so that this is net 
merely an ad hoc casual interference but is a thoughtful 
and considered procedure on the part of the government. 

COMMISSIONER MACKINTOSH: It seems to be 
implicit in what you are saying that the mandate comes 


from the government in power, and not from the legislature. 
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PROFESSOR VINER: Well, you know, that would 
be a matter that would vary from country to country. 

I do not make an issue of whether it is the Executive 
branch or the legislature which formulates or decrees 
any mandate. 

In England, where party discipline is perfect 
and parliamentary government in the British sense is 
complete, the decisions are made by the Cabinet although 
perhaps confirmed by Parliament. As I am not inside 
the Cabinet I do not know what a "Cabinet decision" 
means. Those decisions may be made by the prime 
minister for all I know. Your question would not be, 
in the normal sense, relevant for England. In England 
it is a violent protest which sometimes disturbs the 
Placidity of the government when 25 or so back=-bench 
eg oaiie of the prevailing party speak mildly against 
a government~-sponsored measure, even if when the 
division comes they usually vote for the measure. 

The American picture is quite different, and 
I do not know the Canadian picture. I have lost track 
of just how Canada is governed. However, the American 
picture is not like that at all. If you ask me who 
decides then I will say it is a gamble as between any 
number of agencies and branches. Congress has within 
it scattered pockets of power. It has imperialists and 
absolute a scattered all over it as far as 
specific items of policy are concerned. Power is 
broken up into# little packages. There are at least a 
hundred men i Watling Gon who are on some type of issue 


liable to have the absolute power of veto such as is 
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found in the Security Council of the United Nations. It 
may be the chairman of a sub-committee of a committee of 
the house, and to all intents and purposes --- 
COMMISSIONER MACKINTOSH: I am not concerned 
with the ultimate sources of power, but whether Seaaige 
this is a mandate which can be changed quickly, and at 
all or any season of the year, or whether it is a piece 
of legislation that you can get around to in the course 
et aosession. 
PROFESSOR VINER: The issue that your questio 


raises, as I see it -- and it is an important and real 
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issue -- is: Do you want the instructions or guidance 
to the department to be in the form Of "an set ur 
parliament in rigid terms or do you want it in the form 
of an authorization from parliament to the prime minister 
to tell the government of Canada what to do at any time 
of the day or night by means of just a telephone call? 

extreme 

There are your two/limits. Another question appropriate 
to that would be: If it is a parliamentary mandate 
what do you do in what I ecsll emergency circumstances? 

What I suggest is a calling together of the 
powers that be, the conflicting agencies -- and in the 
Canadian pattern that means the Cabinet -= and the 
thrashing out of a decision which would be authoritative. 
That can be done within 24 hours. There is that 
flexibility plus -- and this I stress very much -- a 
really revealing announcement to’ the public. Do you 
need» more flexibility than that? 

COMMISSIONER MACKINTOSH: No, no. 

PROFESSOR VINER: In the United States the 
problem is much more difficult because there is no 
machinery which in the highest emergency is guaranteed 

quickly 
to be able to concentrate power/in any one sphere. In 
the United States your question would be a much more 
troublesome one. That is a tribute I pay to the British 
form of organization. I think for purposes such as 
these, at least, it is a much more logical form, and 
has much more potentiality of efficient operation than 
has the American form which can at times produce near 
chaos. 
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1 discussion about the practice of some governments 

2 issuing directives to the central bank. These seem to 
3 have been acts of last resort. You imply, I think, 

4 that the central bank would always have a directive 

5 from the government, or a mandate as you call tt, and 
6 it would be a publicly announced mandate which would 
7 run until it was changed. 

8 PROFESSOR VINER: Yes, but I have a kind of 
9 temporary and qualified discretionary facility within 
10 limits within the Bank which could be incorporated 

11 into the original act so that it is consistent with 
12 the act. But, remember, the essence of what I am 

13 recommending is two things. One is, if you like, 

14 a council of war, or a major council of government, 
15 meeting to change the mandate to the agency, and the 
16 second is complete publicity, explanation and 

17 Justification. That justification can be directed 

18 to both the legislative body and to the people. 

19 Those are the two major steps. 
20 As I understand democratic process, there 
21 is a necessity to have the formal council called. That 
a7 is part of the formality or the ceremony. Secondly, 
23 there is the obligation imposed by the statute == or 


by tradition -- that there shall be full disclosure 
of the reasons and the purposes of the action, to 


the legislature, the public, and the agency, so that 
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ae 
( atnemrrevog smoa to settosig ond tuods nobeauoatb 


od mesa seedT .Nasd [sitneo ent ot aevitoertbh gotvert ook 


~Noidd I .ylqmi yoY .dtoaer tasl to atos need ovat... 7 


i - evidootkb s svsd eyswis biyow Ansd [sutmes edt tsdt ls . 


.Vlbaoosa .Ynomerso sit to yoifsmrot ends to gxeq at 


i 1 
ii bas ,ti [fso yoy as etshusm s to ,tmemmrevog edt mort ole 
: . 
i biluow dotdw etshasm beonvonns yLotidug s ed blyow tt [dp 
| .begasdo esw tit Lidaw ave . tt : 
to baiN s eved Il gud .as¥ <sHeMIV AOeeRg TORT 8. | 
nidtiw ydiftost yisdnolieisatb bekttisyp bas yisroqmedt Py \ 
bessrogioont ed bles dotdw Ansa edd middiw atiotl OL 
ag iw iid ata ak tf tedt o@ gos {sntatto edt otmat tr 
ms I dscdw to someaes ond .rsdmemet .jwd .tos ort cr: f 
.ewil woy If .sf enO .esntdd ows ai antbnemmoost ét | 
~snemirrevog to Lioawoo Tohsm 8 to .1sw to [tonvoo s M 
edt bas ,.yonegs edd ot stsbnsm edd saneaco ot anttesm rae | 
bas motisnsiqxe .yditotiduq etsefiqmoo at bnooese at 
betosrth od aso motdsotitdaut tadT .mottsotttzeut te 
-sigosq sdt od brs ybod sviisleatmef£ edt dtod of at 
-aqgeve tojam ow edt ets seorlT eT 
etedd ,2ee00%q oldsroomeb bastetsboay I eA os 
j¢sdT .belfso {[tonyoo Lsmiot edd sve od ytteasoen s at re 
10 -= siutista edt yd bsgsogmt moitsalido odd et sreddt && 
sivgoloatbh Lint sd iistie stedt dedt -- moltibsit yd ‘3S 
| ot ,.mottos odd lo eeacquuq efit bas enoassx sd to RAN 
i tdsdd o8 .yormegs edd bas ~Olidsug edd .sexrutslateasl ends ac 
2 edt to ytlagtb ors ia 
1 


2206 7 i ve: 


Nethercut Young - 50 37 - 


Terento, Ontaric 


agency is protected, and so that it is not done merely 
by a message over the telephone from some official. 


It is done formally in writing after the council meeting. 
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There is a particular country in Latin 
America where the president can phone the governor 
of the bank and say, "We need 500 million more of 
currency and start issuing it at once, and lend 
it to these particular agencies." That can be done 
over the phone without consulting his cabinet, and 
the legislature need not know about it, and there need 
be no public announcement. That is one way. But i£e 
makes a mere clerk out of the Central Bank ¢ 

I do not know that anybody has ever advotated 

that relationship for a central bank. I do believe: 
that some prime minister have made gestures towards 
operating that way, but they never would have made 
it as a general statement to their people, as to what 
proper practice or policy is. On the other pander 
do not recommend a central bank so rigid that it goes 
ahead following a path prescribed to it, or self- 
prescribed, even if the heavens fall; there should 
be some orderly way in such circumstances of cutting 
a central bank down to scale. In the light of history 
both are concrete possibilities -- I speak here not 
with respect to Canada, but to the world of central 
banking at large. Interference with the autonomy of 
a bank in its day-to-day operations and in the use of 
its judgments in the selection of the goals it is 
pursuing, ought not to be casual and undisciplined, 
and even a president of the United States or a prime 
minister needs to recognize that in the proper working 
of a democracy even the highest executive authority 


needs self-discipline or even external discipline. 
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I suppose, in practice, it is certain that 
| 


a perfect procedure will not be completely attainatile, 


but the ideal one seems to be one that preserves it 
general the ability of a central bank to perform itis 
assigned functions as it sees fit under its manda, and 
yet to take from it ability to wreck the nation byl? 
misguided or unwise or too-rigid pursuit of its lez 
objectives, Take away from it the power to destroy 
the economy, but leave it with the power to render the 
maximum service of which that kind of agency is péerbre| 
The bridge I build between these two is to ieceee 


code of behaviour on the top authority which sie as 


general, self-denying and non-interfering, but whi 3h 


permits in an emergency direct interference subsed to 
a substantial measure of solemn ritual. The agony 
must be heard; and that council must hear the agiddlcy 
before it reaches its decision. 

Secondly, the decision must be in writing so 
that the agency is protected in its professional self- 
respect by being permitted to show that it is obeying 
higher authority and not changing its own opinions. 

Thirdly, the legislature and people must 


have a :chance to comment on it, and either to commend 
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or condemn the intervening authority. 
COMMISSIONER GIBSON: You are not recommending 
a detailed mandate to a central bank on not only 
what its principal objectives are, but how it carries 
them out? You want a general objective and only 
specific interference where it is necessary? 
PROFESSOR VINER: I think I would add 
to that a listing of the instruments that it shall 
have the authority to use, because some of these 
instruments may interfere with the rights of subjects 
and citizens. It needs legal authority to do that. 
Also, if it intends something new and 
that involves interference -- let us Suppose it 
wants to change the pattern of figuring reserve 
requirements. To the banking system that may be 
something of the utmost importance. The central bank 
Ought not to be able, over night, because somebody 
on the staff had a brilliant idea, to change the 
whole pattern of reserve requirements and the way 
OO, Laeuring it. That mandate should outline the 
powers the bank is to have’, 7 
If the central bank becomes convinced 
that, after all, the pattern of reserve requirements 
it is using is antiquated and is not geared well 
to meet the usual purposes, I would have easy access 
of the central bank to whatever machinery there 
is for initiating new legislation -- subject of course, 


to the consent of the government, 
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I am not saying that the mandate ought to 
include the provision that the central bank must never 
acquire a new idea and put it into practice. But 
legislation, in some cases, will be necessary, where 
the effect may not be substantial from the point of 
view of the economy as a whole, but may be very importan 
to a particular sector of the economy; I am just 
following the general idea of democratic process that 
the situation of an individual or a firm or a business 
before the law shall be clear to it and shall not be 
changeable except by due process. What is to be 
regarded as "due process" will vary as between countries 
and circumstances. 
THE CHAIRMAN: We will now adjourn until 


2 o'clock, 


--- Luncheon Adjournment. 
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--- On resuming at 2.05 o'clock. 
COMMISSIONER BRONW: This morning we had 
Q wees full and interesting discussion on the objectives 
and their various conflicts, and I wonder if we might 
discuss now the means of reaching these objectives 
of economic policy, with particular reference to 
the effectiveness of monetary policy in achieving 
these and something about the mix between monetary 


policy, fiscal policy, debt management, exchange 


policy, without at this stage going into the 


detailed techniques of monetary policy and, in 


12 that connection, perhaps you. could give us your 
13 Opinion as to which of the objectives, if any, you 
14 consider monetary policy most effective at achieving. 
15 We discussed at some length the setting 
¥ 16 of single objective for your central bank, and you 
17 picked on one; was this because you considered 
48 this the one on which monetary policy had the most 
19 effect or otherwise, if you follow. the range within 
20 which we would like to discuss this next section. 
21 PROFESSOR VINER: Well, I think that 
22 probably the potentialities for substantial achieving 
23 of a goal for monetary policy are greatest if the 
24 goal is a decision on the price level. In its chances 
25 of success -- of all the possible goals that might 
be assigned to it -- it would be rivalled and perhaps 


closely rivalled -- I am talking about potentialities 
and not historical achievements -- by the ironing 


be out or moderating of cycli¢alifluctuations, 


which means substantially. the achievement of the full 


ae = 
aan a ’ : Dy : aa e ry pin! wort 

| se io - . ; 7 : a) 

if c outa ant : ea > ” 

| ; eee) ee | . > ie 
qe toolo'o 0.8 ds gntmueot m0.--- fr 
+t) es a . 
ft ” bed ow aniniom aeldT :WMOAE AAMOTAAIMM bu fonk 


> asvitootdo sit no aolaayoatb xynttaerstnt bas Liu yiov's’ de 
| dogim sw If tebaow T bas .adoifinos avolisy tledd. pas 
asvidooldo szerdt snidoser to emsem odd wom gayoatb 

ot sonsietet asivoldisq détw ,yolLog otmonopa to © 
giivetios mk yotflog yrstenom to agsmevidootte odd ‘ 
yxstonom nsowied xim sd3 duods saintemoa bas sasdt 
sgnsioxs .dmomegsmsm Sdeb ,.yotfog Lsoalt ,.yotlog 

edd odat gntog sgsde eidd gs tuodiiw ,yotlog 

mi .bms yollog yisienom to asuptandost beLtsteb 

iyOY au svig biueo.voy easnisq eroliosnnoo tseds 

yoy .yas it .gevitosido ond to dotdw od es motnéqo 
-gniveoidos ts svivoolte daom yotfloq yrstenom rebteanoo 


guisvtse ondt dtganel smoe gs bosevoetb oW 


| 
| 
| 
| 
| 
| voy bis .Hasd Istiaso woy rot svitoetdo signte to 
betsbkenoos voy seusoed aid? asw sno mo bexotq 
| Jeom odd bed yotloq yistenom notdw mo sno sdd aids 
| atdgiw egnsr odd wollLot voy tt .satwiedteo to tostts 
| oltooe dxem afdd egevoetb of eNIL bilyow ow dofdw 
Jsdt Nafdd I ,{ffoW :ARMIV AOBeaHOAT 
eaiveinos (sitastadvea tot asttilstinetog eds yidsdorg 
edt Ti dastsetg srs yotflog yistenom rot [soy s to 
geonedo att al .fovel sottq sdt mo motetosb s et [soy 
tdgim tedt elsog oldteeoq sat [Is to -- eesooue to 


aqsdieq bas bell[seviat sd blyow gt -- gt og benateas sd 


<enofteusoult IsstfLoyg to xattersbom ro $00 ad. 
| ie y 


if 


{Iu orld lo Inomevetsos ont yfistdnstadva ansom notdw 
a | ia- “x j on iC 7 ue 


Nethercut &é Young 
- 5043 - 


Torente, Ontario 
employment goal. As far as unemployment is concerned, 
it is mostly cyclical; * 

I abstract from frictional unemployment, 
as not appropriately to be made a major concern for a 
central bank. Seasonal growth I would like to abstract 
from too. It might not be worthwhile doing much about 
it in a country like the United States or Canada, althou 
in a country in which they have, let us say, a three 
months! growing season, and which is predominantly 
agricultural, and for the rest of the nine months there 
is nothing much to do, it can be a major problem, but 
that is not the case any more here or in the United 
States. 

In any case, it seems clear that you can't 
deal with seasonal fluctuations to an important 
degree through didutnes policy, once you have solved 
the problem that existed in the United States, and 
perhaps in no other country, that before the foundation 
of the Federal Reserve Bank there was such a rigidity 
in the mechanism for issuing currency that there was 


great seasonal inelasticity in the currencies. All 


it needed was a minor re-designing of the banking 
system to cure this. 

I abstract also, for the time being, from 
chronic unemployment resulting from collective bargain- 
ing or administered prices. That leaves me with 
eyclical unemployment and here monetary policy I think 
is potentially capable of doing a great deal. 

T believe that at this still experimental 


stage we ought to try not to put reliance solely on 


in : | ’ 
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monetary policy but work also through fiscal policy. 

In the field of fiscal policy some tueshiees discoveries 
have already been made and they are very gratifying; 
chief of these is that you can have built-in stabilizers 
in your fiscal system and that they work with much more 
Success than had been anticipated. Their record already 
has been Surprisingly good. I speak of the American 
experience; on the Canadian experience I am not informed. 

COMMISSIONER BROWN: And that is towards the 
objective in connection with unemployment? 

| PROFESSOR VINER: Yes, that objective of 
cyclical unemployment and that doesn't conflict -- I 
speak offhand, -- with any other objective that I know 
of, because ironing out the cycle is good for price 
stability, is good for growth, it is good for the 
unemployment problem and is also good from the point 
of view of social Pere ety Ee of other considerations. 

I am relying on a ten or fifteen year record; 
maybe next year I will be eating my words, maybe we 
haven't really solved the problem, but on the record 
since 1946, since the end of the war, the cycles in 
your country, in England, in the United States, have bee 
milder, have been shorter. So far there seems to have 
been a structural change in the semi-spontaneous working 
of a capitalistic free enterprise system which lessens 
the menace of the business cycle, and that is a great 
step forward. 

Now, monetary policy undoubtedly has an 
important role in moderating the process of working 


and 
towards long-run stabilization of the price level/is 
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in large part identical with the process of ‘ipseniac 
the cyclical instability of the price level. 

If the outsider may judge from the record 
of past experience, central banking seems to be inheren ly 
Susceptible to internal weaknesses to which it needs 
alerting. On the bare record of its operations, it 
would sometimes be difficult to fina persuasive evidence 
that moderating rather than amplifying the cycle was 
its goal, especially if one correlates cycles in prices 
with cycles in money-supply and assumes that central 
banks if they can control anything it is the money- 
Supply. There is considerable evidence that central 
bankers have upon occasion been fearful of using their 
instruments of control because they were believed to 
be so powerful as to be too dangerous to use and upon 
occasion, sometimes the same occasion, have spoken 
somewhat contemptuously of their instruments as being 
so feeble as not to be worth invoking. There have 
also been instances where action was taken, and in 
the right direction, but the action taken was dis- 
proportionate in degree to the action needed if full 
stabilization was aimed at. 

The past record shows that many 
remedies have been proposed for various kinds of 
monetary ills in the past; the skeptic says that 
they have never succeeded in the past, the optimist 
replies that they never have been seriously tried. 

COMMISSIONER GIBSON: Is there a possible 
conflict between stability of prices and ironing 


out cyclical fluctuations? 
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PROFESSOR VINER: I don't see any glaring 
one; I see some possibility of conflict ,but obviously 
if the stability of prices which you are aiming at is 
defined in terms of trying to make the price level 
exactly the same each hour as it was an hour before, 
then I say there is a big conflict between anti-cyclical 
Stabilization and price stabilization, because using 
the central bank's instruments for anti-cyclical 
stabilization means that in that sense of the term you 
are working deliberately to alter the price level of 
the oi eating I would regard anti-cyclical stabilizatio 
of prices to mean taking the cyclical peaks and aiming 
at reducing the deviations in each cycle from its peak 
level to a minimum. 

Now, in that sense you are sometimes working 
to increase or to lower prices -- I mean, the central 
bank is working to change prices rather than to keep 
them from changing... 

COMMISSIONER BROWN: The two are inharmonious 

PROFESSOR VINER: They are in that definition 
but I am not interested in stabilizing prices regardless 
of the cyclical circumstances. I don't necessarily want 
the prices to be today the same as yesterday; I may 
want them to be lower or higher. If yesterday saw an 
undesired depreciation in price, I would welcome its 
being higher today if I were a central banker and I 
would do something to make it that. 

In other words, the price stabilization with 
respect to the cycle that I would want the central 


bank to pursue is a horizontal long-line trend, which 
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is a horizontal line anda minimum cyclical deviation 
from that horizontal line. If the actual price trend 
does deviate a lot within the cycle, then the central 
bank should work to change prices rather than to keep 
them at the level the other forces would make them be 
if these other forces were not countervailed by the 


bank. You may not want to call that price stabilization 


but it is what I mean by the term "stabilization of a 
cyclical kind." It means that you want to minimize the 
deviations within the cycle,from the long-line trend 
and to minimize them you sometimes want to change prices 
from what they were yesterday; raising them if they were 
below the trend and lowering them if they were above the 
trend. 

COMMISSIONER BROWN: But when the level of 
unemployment comes into the cyclical trend, can't there 
be -- as Mr. pile cats suggests -- quite definite periods 
when these two things are in conflict as far as your 
monetary policy is concerned? 

PROFESSOR VINER: You mean anti-cyclical 
stabilization would be in conflict with employment 
stabilization? 

COMMISSIONER BROWN: He didn't suggest it; 
he asked if there will not be periods when this might 
occur. 

PROFESSOR VINER: I would say on general 
principle, yes. In practice can I find important 
conflicts? Well, I would yield to others who 
have more knowledge on whether such major conflicts 


are likely to occur. I can certainly conceive of cases 
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and I can conceive of the possibility that they may be 
very serious ones. [In any event, there is a factor, 
the administered prices and the cash-push factor which 
can generate such conflicts. Here you can have any 
combination of conflicting objectives you like. If 
prices are being pushed up, say, by a powerful labour 
union and the employers Say to government, as they may 
very well say at this moment in the United States to 
the government, "If you want us to yield to these 
labour pressures we will yield but we will raise our 
prices, the government is quite likely to accept price 
instability in the interest of employment stability. 

Let us assume that at the time we are on 
an inflationary trend and prices have been going up 
anyway. Now, the government for whatever reason it 
wants to support labour, and wants also to make it 
possible for the employers to maintain employment 
despite the rise in wage rates, therefore retreats from 
its price stabilization goal. There is a case 
of conflict. What could the central bank do in a case 
of that sort? I would tell them to go out for a walk. 
If there are administrative prices; if there are cost- 
push factors, and if there Pep ane unemployment -- 
there is always an argument against doing something 
which would tend to aggravate the unemployment. Under 
these circumstances, a central bank has no instruments 
appropriate to the situation, and should firmly deposit 
the problem on the government's lap. 

COMMISSIONER BROWN: The central bank under 


those circumstances loses its effectiveness. 
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1 PROFESSOR VINER: It loses its function. What 

2 would then be its function? It would not then be to 

3 Stabilize prices, because in effect the government has 

4 decided that prices should be allowed to ride. 

5 COMMISSIONER GIBSON: We have had the suggestion 


6 put to us that it is between these two objectives; that 


a if too much emphasis is put on monetary measure for 

8 recovery, you may push so much potential liquidity into 
9 the economy that you have an inflationary problem which 
10 carries into the future. 

11 PROFESSOR VINER: I am familiar with the 

12 argument. It is a "lag" argument, an argument resting 
13 on the belief that the full effects of a monetary actio 
14 come only after a fairly long interval. 

15 I am not impressed with that argument provide 
16 the central bank feels perfectly free to reverse Ls 

17 action at any moment. 

18 I do not think that injection of a certain 

19 amount of currency or tremendous bill purchases by the 
20 central bank today need have any IWhiteMer eee on 

21 the price level two years later, if you leave to the 

22 bank power in the interval to reverse its action 

23 to any degree it regards as appropriate. 

24 If I were a central bank operator I would 
25 rely on the first impacts of my action and on the power 
26 to reverse these actions as soon as they were causing 
27 more price-rise, or price-fall, than was desired. 
28 Liquidity is sometimes treated as if it is injected 

29 into or withdrawn from an economy with its effects 


30 delayed for up to two years or more. I do not believe 
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that the process of monetary control need be operated 
in this manner. I would have central banking rely 
mainly on the first impacts of its operations, with 
full flexibility in reversing its actions whenever they 
appeared to be having more effect than was desired. 
Inflation normally requires the Support of an increased 
money supply to sustain itself and deflation normally 
will cease if the economy is given abundant liquidity. 
A central bank which has the power to change the money 
Supply has the power to control the general trend of 
prices, without need of resort to feretastiangs ifvit 
is willing to use its instruments with sufficient 
flexibility and reversibility of direction. 

Many central bankers have the notion, and 
other people have the same thought, that the ideal 
central banking mode of operation is to be quiet and 
passive most of the time, and especially not to be 
continually active. I feel that the central bank 
is very much like -- and I am not an expert in these 
matters -- the driver of an automobile on a very 
difficult mountain road. He is operating all the time, 
but he has to reverse himself as he goes along. He 
is braking part of the time and at other times he has 
his foot on the accelerator. That is the way I would 
work as a central banker. I would be feeling the 
pulse all the time. I would be moving, but moving in 
small degrees, not because there is any virtue in 
smallness, and not because I would be afraid of 
substantial action but because frequent change of 


degree and direction would be called for. If you are 
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operating frequently, your particular moves need not be 
large ones. They can be cumulative if need be. Furthen, 
the central banker should do no forecasting, but should 
operate in terms of approval or disapproval of the 
trend of the immediately preceding period, If you 

like the way the period has been moving, in direction 
and degree, go on as before; if you don't like Lt; 
alter your pattern of action in appropriate degree 
and«direction.  oIt is perhaps naive to: say that this 
does not involve forecasting, but the kind of fore- 
casting it involves is not ag to actual events, but 

as to the direction -- and in lesser degree the extent 
-- of the impact on events of the central bank's own 
actions. There is no need of a crystal ball, and 

none is available in any case. The bank should act 

on the basis of the latest report as to the trend of 
affairs. There will be a lag, evenay: one, between 

the actual events and the report thereon, but this 

lag will be of little comsequends if the bank is 

always ready to alter its pattern of action in 
direction and in degree. 

Considerable importance attaches to or is 
imputed to the "announcement" effects of central bank 
actions. I would retain whatever value there is in 
these effects by letting the drift of central bank 
action over a period of time instead of 
spectacular single action do the "announcing" or, 

Still better, by providing explicit explanation of 


what the bank is doing and why. 


This is in a sense a proposal for a revolution 
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ary change in the normal procedure of central banking. 
In the United States it is Scarcely a practicable change, 
given the size of the Federal Reserve Board and the 
extent to which its control over the central banking 
mechanism is shared with other agencies. In the United 
States the record as to why the Federal Reserve has 
reached certain decisions has to be prepared by staff 
members who can't be certain why the ee were 
Powers even though they were sitting there; even 
the men who made the decisions may not know how they 
were reached. 

That is one argument in favour of a single 
central banker. 

COMMISSIONER MACKINTOSH: Can you make any 
operating decisions without taking a view of the future? 

PROFESSOR VINER: If the operation is such 
that you can make it cumulative, freely, without any 
restriction or criticism of the regulations or law, and 
if you can make immediate reversals, I say yes. You 
work along certain lines with respect to the experience o 
the preceding week. If it has been the kind you want, 
you maintain it; if not, you reverse it. If it has 
been too weak in its effect, you strengthen it; if it 
has been too strong, you weaken it. 

COMMISSIONER MACKINTOSH: Results are not 
that quick. 

PROFESSOR VINER: I know they are not. I am 
relying on the cumulative effect. Let us suppose for 
convenience that over a two or three month operation 


a man does not have to be at the desk or be on the phone 
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every day of the week, because certain kinds of 
operations are restricted to Fridays or Mondays. 

COMMISSIONER MACKINTOSH: You are basically 
assuming that next week is going to be like this week. 

PROFESSOR VINER: I don't figeene anything. 
I say I haven't the faintest idea of next week. I 
would go into it with an open and empty mind. If there 
had been a revelation to me, I would deny having 
received it. I would say, I don't know what will 
happen next week. All I would Say is, I see pretty 
strong indications of what I ducht to do now, based 
on the events of the week before last, and aiming at 
countervailing what I do not like about those events. 
But I don't pretend to know that events will be the 
same next week. 

COMMISSIONER BROWN: And you are going to 
nudge the next week's changes back to the norm. 

PROFESSOR VINER: Yes, but to the norm. 
for the week before last. 

COMMISSIONER BROWN: And to that extent are 
you not looking ahead, trying to forecast the effect 
of your actions on a set of circumstances that 


happened last week? 


PROFESSOR VINER: I think I indicated this 


morning that economics would be of no use if it 


provided us with no equipment for predicting. But I 
distinguished between predicting events and predicting 
the impact of an act. The true impact of an act, say 


a restrictive act, like open market sales by a central 


bank, needs to be predicted. The impact of such an 
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act will be that of making money tighter rather than 
looser, than it would have been in default of the act, 
that is predictable. But I distinguish between predict- 
ing the impact or contribution to the event of an act 
and predicting the event itself. What can be predicted 
is what kind and degree of influence an open-market 
operation will have. What I deny to be predictable 

is what, say, the actual level of interest rates, which 
depends also on many other factors, will be next week 
or month. 

If I were experienced, and had a lot of 
information and an excellent staff gathering the 
material all the time, and had a sensitive market, I 
would then offer a prediction as to the degree as well 
as the direction of impact. But I still would have no 
prediction as to what will in fact happen next week. 

It is in that sense that I say you don't have to predict 
events. It is not necessary to do so. It is not the 
function of the profession, or the government, including 
its civil service and its experts, or of the legislators 
to do so. The government need not feel it is terribly 
handicapped because it cannot see into the future. It 
may be good for the peace of its soul that it can't 

see into the future. It may be a happy situation that 
we don't know too much about tomorrow. But what we 

want to know is the probable impact on the events of 
tomorrow of what we do today. 

COMMISSIONER BROWN: I may be misinterpreting 
what Professor Viner is saying. Are you saying that 


you have to make these moves because if you don't the 
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trend in existence will carry forward? In that sense 
it is a forecasting of events? 

PROFESSOR VINER: If you push me into that 
position, yes, but I still Say I don't pretend to know 
what will happen to the world if I do nothing. So 
I am not saying that I know or am predicting that what 
went on last week will continue to go on next week, 
unless I do something. On the contrary, I am denying 
information about tomorrow. I am directing my mind 
solely to the impact of what I, as central banker, 
actually do. 

There is nobody in the United States who knows 
what the stock market trend is going to be on Wall 
Street next week; nobody has any means of forecasting 
it with any reliability, but I know 50 ways in which 
I could suggest the direction of the impact on the 
stock market of certain kinds of deeds. I could frame 
a statement for President Kennedy to make, and I would 
guarantee that it would have a bearish impact on the 
stock market the next day. I could also guarantee 
that I could frame a statement for him to make that 
would have a bullish impact on the stock market next 
week. What I am denying is that I can reliably predict 
that the stock market index in either case would in 
fact fall or rise, since other forces would also be 
at work. I can predict the direct impact of specific 
acts without thereby being made capable of predicting 
the net result of all the factors at work. 

If you predict the weather tomorrow, you say 


that it will be raining or that there will be a high 
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1 temperature. That is predicting an "event". But if 

2 you postulate what influence on the weather would be 

3 exerted by a north-west wind, I don't call that weather- 

4 forecasting because you are taking no account of the 

5 impact of other weather-inf luencing factors on temperature, 


6 humidity, and so forth. 


7 COMMISSIONER GIBSON: Do I take it you 

8 would not be in favour of a bank rate or a discount 

9 rate being regarded es a signal? 

10 PROFESSOR VINER: As a signal to the public? 
11 COMMISSIONER GIBSON: Yes 

12 PROFESSOR VINER: I see no virtue in central 
13 bankers acting as if they were dumb and had to resort 


14 to sign-language. I would much prefer that they use 

15 English. 

16 COMMISSIONER BROWN: This brings up my 

7 next question. Would you distinguish in your opinion 

18 the relative effectiveness of actual changes in interest 
19 rate and changes in availability of money, and the 

20 induced psychological changes. 

21 PROFESSOR VINER: I am most enthusiastic 

22 about that question, because it fits my mode of thought 
23 on these issues perfectly. I don't think I have ever 

24 expressed it myself in quite that way. I think that 

25 all three are vital: the announcement effect, the 

26 effect on the quantity of money, as technically defined 
27 and the effect on liquidity, in some broader sense than 
28 money-supply. And I believe I should add one more. 
29 COMMISSIONER BROWN: Cost of money? 


30 PROFESSOR VINER: Yes: the interest rate. 


‘ sak, Wytknawatel: 
- lets 
i 

_—e 


tt tu ."taeve" as zattolbestq et ee 
ed blyow tertsew edt no soneulint teedw etsfLutaog voy 
~tedisew tsdt [{s9 t'mob I .bmtw taew-didron s. yd bet texs 
— edit lo tmyosos on gnidtss sis soy sansosd xattesostot 
,smudsisqmet mo arotost gritoneul tnt =tedd¢sew asito To sosqat 
-dd102 of bas .ydttbimrd 

soy. df sisc I o@ :WOe@alD ARMOTeearMMOD 
Snyooaib s to sdst sinsd s to s#ovet at sd tom bilyow 
ffsngta s #6 bebusget sated eter 

foifduq efit oF [sngta s eA sAAULV AOBeeTIONT 

ae¥Y :WOedip AAMOLaSI MMOD 

fsijnes at sutiiv om sse I :AaMIV AOsedIOAT 
dioast oc bs Oas daub exsw yedd It es satios arsexaisd 
eau Yods Jsdit aste1q doum blwow I .egsuymel-nagts od 
detligad 

Ua qu eartiad etdT :WWwOoHa ARWOTeeTMMOD 
nolntqo twoy mk detwanttatb voy biyoW Moktasyp ¢xen 
veorstnt mi eegrsdo {[sutos to egenevistostis svidselet edt 
oiy bas .ystom to ytilideiisve mt esansdo bas siec 
-eegnsio Lsotgofodoyaq beoubat 

oftestandine saom ms I :A@MIV AOeSATOAT 
daguods to shom ym adit tk savsoed .foltasup gad¢d tyueds 
Anes evan I xritad d'mob I .¥ftostteq sevaat eaedt no 
Jedd Matds I .ysw tedd sdtup mt ilsevm tt beeastqxs 
odd ,Joetie Inemeonvonne edd :Istiv sis sett {fs 
bentteb yifsotndost as .rsnom to yilinssp edt no tostts 
rise sansa rshbsoid sntoe at ,ysibtupi£ mo sostte sd¢ bas 
»Stom eno bbs bkyore I sveifed I bad .y¥Laquasysnom 


\ 


ee tysnom to teod :MWOAG SaMOTAeIMMOD ik 


| Seu tasuedat odd tas¥ :ANMIV AoReMWOAT | 8 


Faeaaa 


a 


— 
ted 


*~ 


B 8 B 


Nethercut &é Young 
~\5957-- 


Terente, Ontaric 


Interest rate changes ought to be regarded as a relative 
ly unimportant factor, as mainly a by-product of central 
bank operations. 

ig the central banker igs tightening money, 
he ought neh /exd "We want interest rates higher." 

He ought to be more logical. He should say," We want 

the quantity of money to be smaller, or, better, we 

want the flow of cash expenditures to be lessened, and 
the interest rate and the effect on it should be regarde 
as incidental." 

In the earlier history of Canada -- and the 
authority on that is one of you -- as far as I can 
recall interest rate changes did not enter into any of 
the economic discussions before 1914, and there was no 
reason why they should. In my youth, before I went to 
college and later to pay my way through college, I 
was a bookkeeper in Montreal, and had charge of the 
bank financing of a small manufacturer. ‘As: Iopeealh; 
the question as to interest rate never came up in 
anybody's mind. The interest rate was 6 per cent and 
it had been at that level as far back as the memory 
of man went. It had been 7 per cent elsewhere, perhaps 
8 per cent on the prairies, but it did not change in 
Toronto or in Montreal over the years. it may have 
been slightly different for different categories of 
credit-worthiness. I had a wide open discussion with 
the banker once or maybe twice a year about the so~- 
called line of credit:What would be the maximum 
indebtedness that my firm could have at the bank. 


I believe the banking literature in the past 
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used to leave availability out. 

In the Canadian experience before 1914 there was no 
central bank. There was no real discount rate. There 
were no changes in the rates that the -banks themselves 
charged when dealing with Canadian customers. 

If you believe that monetary control operates 
through changes in the interest rate then what kept 
Canada in balance for 75 years? It was RENT 
gold or U.S. dollar exchange basis. It was legally 
on the equivalent of a gold basis. So far as I know, 
up to 1914 from the beginning of time, so far as Canada 
was concerned, there had been no deviation, no weakness, 
no period of pressure of any sort that endangered the 
stability of the Canadian dollar, and there was no 
machinery visible whereby changes in interest rates 
operated as the means whereby equilibrium in Canada 
was maintained. That clearly shows that the interest 
rate is not an essential item in a system of monetary 
control. 

How then was Canadian equilibrium maintained? 
If the Canadian exports were running down in price or 
volume there were Canadian individuals whose spending 
power was immediately and directly reduced to an 
important degree..and this impact passed on to other 
Canadians in the form of reduced spending power for thenl. 
This in some proportion operated to reduce imports and 
thus made a fairly direct contribution to restoration 
of equilibrium in the international balance. Similar 
deflationary influences on domestic investment and thus 


on imports of capital goods resulted from the decreased 
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exports. Such direct and spontaneous adjustment is 
largely over in the world today because practically 
every country in the world has substantially isolated 
its internal economy from the direct impact of its 
international transactions. If the international 
transactions are still somewhat equilibrating for the 
most part they have to work through the medium of a 
central bank machinery that may not permit the impacts 
to go through. 

There is the famous Statement of Sir Hugh 
Dalton in the House of Commons to the effect that the 
mystery to him was that England which was domestically 
so thoroughly liquid and which had no internal 
financial pressures on it at all should be under 
pressure in its international balance of payments, At 
that time he was himself creating pressure by the 
excess liquidity he was producing at home. It appeared 
to him to-him a paradox. 
nieuws oaien pextinry tke eaves a 
paradox. England and Canada in the 19th century, 
could not have been highly liquid at home and highly 
tight on the frontiers. The two would have coalesced. 
We now have machinery toseparate them, and we have 
machinery to bring them together artificially. 

In Canada, to make the point, I would say 
aside from the spontaneous factor -- I would not 
exaggerate its importance because it is fashionable 
to believe its importance has been grossly exaggerated 
in the past -- the banks were not merely acting as 


parts of a national mechanism when they decided on line 
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of credit. They were taking their own position into 
account. A small branch had its general line of 
direction, but at headquarters they could see the big 
picture in which the liquidity of the bank as a whole 
was taken into account. In the Canadian system, where 
the banks were relative giants, the national picture 

got directly into the commercial bank's own picture 
very substantially. Whereas in a country like the 
United States the "Kennebunk First National Bank" had no 
need to worry about the international balance of payment 
in extending its own credit, a Canadian Bank such 
as the Bank of Montreal, which in addition deliberately 
imposed upon itself a central banking kind of respons- 
ibility, was made conscious directly of the internationa 
Situation, because it played such a large part in the 
economy. The two could not diverge too widely, and 

so the bank operated in an equilibrating fashion not by 
changing its interest rates but by tightening or loosen- 
ing its lines of credit. 

That is what I call availability of credit in 
an objective form, and it takes that objective form 
especially when for some reason institutional or legal 
variations in the rate of interest are not possible. 

I do not recg&l any more, although I used 
to know these things whether there were legal restrict- 
ions, whether there was a maximum legal rate of interest 
or --- 

COMMISSIONER BROWN: There is a legal 
maximum on interest rates that the banks can charge now. 


PROFESSOR VINER: What is it? 
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COMMISSIONER BROWN: 6 per cent. 

PROFESSOR VINER: That is the maximum that 
they can charge? 

COMMISSIONER BROWN: Yes. 

PROFESSOR VINER: What does the customer 
who is not very credit-worthy do? 

COMMISSIONER MACKINTOSH: He is rationed. 

PROFESSOR VINER: Do they lend him only 
a certain amount, or do they not lend to him at all? 

COMMISSIONER MACKINTOSH: He cannot get 
credit. 

PROFESSOR VINER: It is rationing in that 
sense. JI am thinking of a more Hen Unite situation 
that is a more extreme form of rationing. A monetary 
control system cannot operate in an optimum way with 
a maximum of 6 per cent on the rate of interest in a 
country like Canada which may at times need a rate of 
7 per cent or more as the normal rate. If the small 
man, no matter how reliable or able he is, cannot get 
the credit he needs at 6 per cent then he will have 
to go to finance houses to get it and he will have to 


pay perhaps 18 per cent. I believe it is an arbitrary 


maximum. 
y The English suffered under that sort of 
a maximum for two or three hundred years, and it 
caused them most serious embarrassment at times. 
In any case, to return to your question, 
quite apart from credit rationing by the banks, there 


are many ways by which the process of reducing or 


increasing availability of credit can operate. Debt 
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management seems to me important also because of its 
impact on liquidity as distinct from its impact on 
either the money Supply and on availability of credit. 

The significance in this respect of 
debt management is that the longer the average maturity 
of the national debt held by the public, given its total 
assets, then the less liquidity there is. Variations 
in the interest rate also affect the liquidity of 
holders of long-term debt. An increase in the interest 
rate reduces the value to the bondholder of his holdings|, 
makes him feel poorer, reduces hig command over credit, 
and because of his reluctance to take a loss restrains 
him from acquiring liquid assets by selling his bonds. 
In all these ways government financing by long-term 
instead of short-term issues has a substantially 
deflationary effect. 

On the side of the ordinary householder, 
let us Say, a rise in the rate of interest, however 
pbs éomes about, creates an impairment of capital 
ore or of property assets by the normal processes 
of valuation. After a stock market crash a lot of 
people are poorer momentarily. If people's investing 
habits and spending habits are influenced appreciably 
by their own notions of what their income is, and the 
changes therein, and what their estates are, then 
changes in interest rates affect the propensities to 
spend. 

A list of what operations and what kinds 
of things a central bank can do, or that a debt 


manager can do, that will tend to reduce the upward 
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1 pressure on prices, or the upward pressure on the 

2 rate of expenditures on consumer and capital goods 

3 including imported goods would be a long one, and 

4 it is a mistake to think of the control mechanism 

5 as consisting merely of changing the interest rate. 

6 COMMISSIONER MACKINTOSH: May I ask 

7 two questions? With the much greater development of 
8 the money market and of the capital market is it 

9 possible to separate availability from the interest 
10 rate? In the historical illustration you gave us 

11 apparently it was, but with Beda day money markets 
12 and capital markets, if you restrict the availability 
13 will you not increase the interest rate? 

14 PROFESSOR VINER: I am not so much 

15 concerned with minimizing the extent to which changes 
16 in interest rates are associated with the monetary 

17 mechanisms, whether as equilibrating factor or as a 
18 surface phenomenon, a by-product, but with warning 

19 against oversight of the importance even today of the 
20 rationing and availability factor. Today reduction 
21 of availability and increase in interest rate tend to 
22 be associated. In the United States, the rationing 
23 is in fact often more frank than the increase in 

24 interest rates. The fixing of the line of credit is 
25 more-or-less routine, but the increase in real interest 
26 rate may take the form of a requirement that a 
27 specified proportion of any loan must be kept as a 
28 non-interest-paying deposit. 


29 COMMISSIONER MACKINTOSH: Does that achiewe 


30 anything? 
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PROFESSOR VINER: What it means, in the 
first place, is that they are telling you how much they 
will lend you, ana then they are telling you that their 
effective rate of interest will be, say, 7 per cent 
instead of the normal rate of 5 or 6 per cent. They 
use both availability and the interest rate to check 
the rate at which they lend. That is apparently part 
of the standard New York banking procedure. 

I have a hunch that that may be the 
Canadian banking procedure as well, and also the 
Chicago banking procedure. I think that that hunch 
would be verified if it was investigated. 

In other words, if you go to negotiate 
a line of credit you will fina they will negotiate 
with you._not only as to the normal interest rate and 
not merely the maximum sum they will lend you, but 
what proportion of that sum you will have to keep as 
an idle deposit. 

COMMISSIONER BROWN : Why do they do it 
in that way? 

PROFESSOR VINER: One reason is that they 
do not like to publish the fact that they are charging 
6 or 7 per cent when the nominal rate is 5 per cent. 
Another reason is that this arrangement is flexible. 
They can change it during the term of the loan. If 
the money market gets easier they can relax the deposit 
requirement. I do not recall the term used for the 


required deposit. 


COMMISSIONER BROWN: The compensating 


balance? 
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PROFESSOR VINER: Yes,the compensating 
balance. The point is that the compensating balance 
can be more flexibly handled than the interest rate. 
You cannot re-bargain the interest rate during the life 
of the loan, but you can effectively do that in the 
size of the compensating balance. There may also be 
some legal limits on interest rates which can thus be 
evaded. 

COMMISSIONER MACKINTOSH: That is the 
same thing that finance companies do. They have ways 
of having nominal interest rates and actual interest 
rates. I am not suggesting that banks may not find it 
better to operate at a fairly stable interest rate, “but 
can you restrain the availability of credit without 
having an increase in the interest rate spread through 
your capital market and your money market, and through 
the system? 

PROFESSOR VINER: I think the answer 
should definitely be no, but that it should be recognize 
that where rationing is operative it has an effect 
additional to the effect of the iveYe ge rate, and also 
that the effect of the rationing on the interest rate 
manifests itself in other sedteve of the money market 
than the sector ,which is doing the rationing. There 
is an analogy in the multiple-exchange rate system, 
where exchange at the preferred rate is always rationed. 

I have a hunch myself that rationing is 
not unhealthy. A banking system dealing with all kinds 
and grades of client can use two kinds of restraint or 


brake. One is rationing, or degree of availability and 
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the other one is the rate. I am not criticizing this. 
I am only saying that interest rate variations are 
only one of the forms in which control of the volume of 
credit manifests itself. 

COMMISSIONER MACKINTOSH: I would agree 
with that. I was just reacting against some current 
trends that it is either availability or interest 
rate. It is beth: 

PROFESSOR VINER: It can be both. 

COMMISSIONER MACKINTOSH: It cannot avoid 
being both. 

PROFESSOR VINER: It probably cannot. 
There are other reasons why that is true, even for an 
absolutely first-class credit-worthy corporation. It 
may be too big for its bank. In other words, the bank 
will say, "Yes, we are delighted to have you, but we 
cannot handle your $20 million transactions. You are 
too big for us and we have to put a ceiling on how 
much we will tie up with you alone." That is so in 
the United States, but in Canada your banks are giant 
banks. Where there is a unit banking system there often 
has to be a sharing of the financing of giant corporations 
between a number of banks. Otherwise there might be 
legal as well as prudential and asset restrictions - 

a bank might not be allowed to lend, say, more than 
20 per cent of its capital to a single client. 

COMMISSIONER MACKINTOSH:: Would I 
infer correctly that you would not attach much importance 
to the sort of linkage among rates that you have 


in England, where all the deposit and loans rates 
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are pretty well linked to the bank rate? 

PROFESSOR VINER: I am not well informed 
on that, but it has a certain convenience, that if the 
central bank really knows why it is doing it,and the 
reason happens to be a good reason --- 

COMMISSIONER MACKINTOSH: This does seem 
to emphasize the rate? 

PROFESSOR VINER: Yes, it does but not 
necessarily in a logical way. One of the things that 
can happen in England is that when the Bank of England 
for its own reasons, wants the rate to be increased, 
and the banks follow it, the banks may follow it and 
then go out drumming for increased business. 

Under the English system an English bank 
follows the Bank of England rate with the mark-up 
automatically and mechanically without reference to the 
State of the economy or of its own liquidity. And 
when the Bank rate goes up that is an increasing 
incentive for the English Commercial Banks to go out 
and drum up business, though the motive of the increase 
in rate on the part of the Bank of England, is, 
presumably, to act as a brake. 

I think that in the English system it 
is quite possible, with an increase ik wane for 
an English commercial bank to lend with greater zeal 
because it is more profitable to do so. 

COMMISSIONER MACKINTOSH: We can assume 
the Bank of England would affect the_availability of 
cash to the banks at the same time. 


PROFESSOR VINER: Yes, but only if it 
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takes additional steps. 

COMMISSIONER MACKINTOSH: No, at the 
same time? 

PROFESSOR VINER : I think the signal rise 
in rate, when it is supposed to be an inducement to 
banks to follow suit, must not have an element of 
profitability to_ the bank following suit -- from 

i i ie 
increasing both gue rate and the quantity,because the 
quantity is the more important. The English system 
may work all right, but it “goura work in a very 
"perverse way. 
~My feeling about "signals" is that a 
long time ago language was invented, and wherever possible 
and wherever 
/it will work, one should use it. At the present time 
a Bank of England signal is a signal to the large 
banks in England that, "You can charge your customers 
more for whatever services you render them." But it 
is not a signal that they should reduce the volume of 
services they render. I make no claim based on 
knowledge of English experience that it does not work 
all right. 

THE CHAIRMAN: Professor Viner, there 
are just one or two questions I would like to ask you 
about some of the other instruments of monetary policy. 

I think you have covered the bank rate 
as fully as perhaps you had in mind to; and also with 


regard to interest rate ceilings there has been a 


sufficient discussion. 


The next one I wish to mention is the 


cash ratio. Could you express your views as to the 
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use of the cash ratios as an instrument of monetary 
policy; and, along with that, the liquidity rate? 
You understand me? 

PROFESSOR VINER: Yes ,-Tithine £ de; 
and if not it will come out. 

Well, my own understanding of the 
problem is that no matter how you define cash the 
cash ratio is not the whole story of liquidity. The 
English, in fact, dc not find very interesting the 
report of their cash ratio, which is very small, and 
it is not the thing on which they form their decisions. 
They form their decisions on the basis of what they 
call the liquidity ratio. Logically, it seems to me 
that is perfectly sensible. 

Actually, as an operating thing, how 
do you equate near liquidity with absolute liquidity 
or absolute cash? I would say it is a matter of 
Judgment. In my type of central banking it would 
not be a serious problem because you are feeling 
your way all the time and if you are not getting 
the results desired you probably reverse or repeat 
or intensify your action according to which is 

different 
appropriate. But given a/type of central banking 
how do you equate secondary reserves to primary in 
the form of actual cash? 

I would say that a banking system's 
liquidity should be computed in terms of a weighted 
average of its assets classified by their time 
difference from cash to its liabilities. But you 


can never administer a banking control system 
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on the basis of a simple formula using weighted 
averages of maturities of that sort. I do think 
that stress on what I will call secondary reserves 

is perfectly wise and sound, except they should not 
be pooled on an equal basis with the actual cash 
reserves, and I would like to see two ratios used, 
the absolute cash liquidity and the liquidity with 
respect to other types of assets. I am sorry, I have 
lost the trend of your question. 

THE CHAIRMAN: I just wanted an 
elaboration, up to a point, of the cash ratio as an 
instrument of monetary policy. 

PROFESSOR VINER: Yes, I remember,- thank 
you. 

THE CHAIRMAN: As you know, in our system 
we have the percentage of deposits the central bank 
can operate on to bring about expansion or contraction 
of ae It is similar to yours. 

PROFESSOR VINER: Yes. My own feeling 
is that a ratio based on pooled assets of cash and 
near cash is too simple for use. So I would have two 
separate ratios. I would not make it too complicated, 
but in pure naire would have the assets graded as 
to their reserve significance, to figure whether the 
bank is as liquid as you think it ought to be in the 
light of the situation. 

On the question of reserve requirements 
as an instrument of control, I think some of the new 
experiments that have been made in lesser countries, 


in the post-World War II period, deserve examination, 
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Growth ratios of loans or liabilities may be significant 
and ratios which discriminate between an expansion you 
regard as dangerous and one you regard as healthy or 
even essential -- it may be possible to do so by having 
more complicated formulae for reserve requirements with- 
out involving direct selective control over the banking 
system's credit- granting activities. But, in general 
I think that in the United States the distinction betwee 
demand and time hen emt te in computing required reserve 
ratios needs refinement because the line between the 
deposit liabilities of the banks subject to one reserve 
ratio and those subject to another and higher reserve 
ratio is so easy to cross; the deposits,without changing 
their character, can change their denomination. 
Customers can shift their accounts from one class to 
the other wiltiout Significantly changing their own 
liquidity or that of their bank. 

Moreover, the demand deposit of the kind 
I have just indicated,which is a required fraction of 
your loan upon which you aunet draw is just a 
disguised way of charging you more interest. It need 
not require any reserve ratio at all; it is not 
useable at all by the customer. It is not merely like 
a time deposit which you can make more liquid by 
converting it to a cash deposit. When a bank lends 
$100,000. of which $20,000. is frozen, it’ is really 
lending only $80,000. Under the American system that 
$20,000. requires as much reserve as the most volatile 


part of the $100,000. "deposit". 


There is no reason to take as sacred the 
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inherited, traditional devices and formulae used in 
operating central credit control; and, in fact, some 

of the smaller countries have perhaps devised some tools 
which are more logical than those used by the more 
mature and experienced countries. One of these is to 
base reserve ratio requirements on the rate of expansion 
of liabilities rather than on the absolute volume. | 
Another is the taking of reserves away from banks or 
putting restraints on their use. 

COMMISSIONER GIBSON: What do you- 
mean by "ratios based on expansion of liabilities"? 

PROFESSOR VINER: I believe that in 
some of the Latin American countries you have to keep 
on reserve with the central bank, a larger percentage 
of an increase of your deposit liability over a stated 
period of time than the basic reserve ratio. 

COMMISSIONER GIBSON: Like the British 
system of putting extra liquidity in certain accounts 
of the Bank of England under certain circumstances? 

PROFESSOR VINER: That may be. There 
are many possible ways of proportioning required 
reserve ratios to the rate and direction of movement 
of the volume of a bank's liabilities. 

There are difficulties, and I am not 
advocating it, but I know that reserve requirements 
can be structured to attain the purpose of banking - 
control in a more refined manner than by simply having 
an average reserve ratio requirement against bank 


liabilities without account of the kind of liabilities, 


their pattern of change, and so on. 
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Let me add a type of change in reserve 
requirements which I once suggested as a "second-best" 
or "lesser evil" device. At a time when the American 
government was putting pressure on the banks to invest 
in the government debt, I said that one possible 
arrangement would be to allow the banks to have 
reserves against their assets and not against their 
liabilities, and then you could discriminate as to the 
character of the assets. Then you could require zero 
reserves against holdings of government bonds, and 80 
per cent if you like, on commercial loans. My 
suggestion was not serious, and I did not want that 
procedure at all except as an xdeemelceimee the banks 
being subjected by force to buying government bonds. 
My own feeling is however that differentiation on the 
assets side is more logical for credit control purposes 
than differentiation on the liabilities side of a bank's 
balance sheet. 

There is not any one correct way of 

putting reserve requirements on banks. There is a 
range of ways in use today, and I may say the range 
has been in large part discovered and invented by new 
eentral banks looking with a fresh mind on the 
possibilities. But once more I would say that decision 
as to what is the optimum system of reserve require- 
ments needs first a careful statement of the purposes. 
You may be doing it for the safety of depositors, and 
for that one sort of system may be good, but you may 
be doing it as a monetary control to keep the system 


stable, so that the system of reserve requirements 


Du 7 oe? 


= 


ae Ss 
ie Eyoe - > 


evisset ni ognsnio to eqyd s bbs om Jed >) vedp! 
a) "Saed-bnoose" s vs betasguwa eono I dobdw admemettupen 
S | nsoitemA edt aedw omtt 6 JA .sotveb "Itve toaael" so 

) Jaoval od axnsd edt mo stuaestg gatting asw TSMMATS VOR 
ef{dieaoq ono tsdt bee I ,¢dsb tnomerrevog odd at 
eved ot autned sdt wolls o¢ od bfsow TMOMSBNSTITs 


tfent Jtanisas ton bas atseas atedt tanisas asviseed 


edt og as otsatmixoath blues woy mont bas ,aettititderL E 
ores situpet binoo yoy medT .eteaas eft to tedosredo e 
08 bas ,abnod tnemmrevog to egntbLor Janisss gevisesot ‘ot 

VM snipes fsfoxommoos mo ,sxtf£ yoy tk dnso Tq " 
tedd gasw ton bib I bas ,evoirse ton esw nokteaogaue gt 

adtisd sid o¢ svidsnustis as as tqeoxe [fs ts Ssiybss0xrg a 

»ebrtod Jnomrisvoy gniyyd ot sotot yd Hetoetdve sated M 


eit mo molisttnerettib gadd sevewor at gntisst mwo vM Ver 


assogiugq Loutnoo tibevo tot fsotgol evom at shite adoass jor 
alansd s to ebte aeltif{tdst£ sdt no mottetdnoretttb nsdt A | 
-Josnde sonsisd las 

to yYsw toerrtoo sno yas tom ek stent? Qf 

8 @L sisdT .anasd no ainometinpst eviseer gaititug os 
egnsi edd yse vem I bas .ysbod sau at aysw to spast rt 

wen yd bednevat bas betevosakhb visq esis{ at need esd ce 


edd mo baitm dasxt s détw gatvoo£ exlmed fsrtneo 

mofatosb tsft yse bLyow I stom sono gue -8olsiftdiaeog 
-s1fups: syrTeqen tie-sircihanen mumltqgo ont at terw ot as 
-aseoqiugq eft: to Jnemetste L[utertso s gerkt absen atdnaent 
brs .etodteoqsd to ywetes odd tol tt gntob ed yem voY 
¥sm soy Jud .boog sd ysm motaye to droge eno tent tot 
“medeve eit qoow o¢ Lorsnos yistenom 6 as th antob sd 


atnonetivuper oviesst to meteya ord tsit oa ,oldata 


| Coe La” | : _ oe 7 


Nethercut &é Young 


Torento, Ontario 


- 5074 - 


1 of banks needs, I would say, periodic re-consideration 
2 What purpose do you want it to serve. and for this 

3 purpose is the present arrangement the best you can 

4 think of? But without linking up the purposes and 

5 the arrangements, it will be just good luck if what 

6 you get is really serving any useful purpose. 

7 THE CHAIRMAN: We will adjourn now for 
8 10 minutes. 

9 --- Recess. 

10 COMMISSIONER LEMAN: I would like to 
11 ask you a question, but it is a question which is 

12 not too broad in this field. When in Canada we 

13 feel there is justification for tighter money, 

14 there has crept into our setup a situation which 

15 relates to what we call near banks and their reaction’ 
16 to this action by the monetary authorities. We are 
17 not quite sure sometimes if we are really talking 

18 only about fairness or not, because the banks must 

19 i Not to the monetary action and these other 

20 institutions have ways of not reacting quite so 

21 readily. 

22 Do you have any views on that as to 


23 whether in general it is better, when you know that 


24 an action must have a result, to make sure that 

25 it has the same result with everyone? 

26 PROFESSOR VINER: I think there are two 
27 kinds of issues there; one is the effectiveness of 

28 the control for the purposes of the control, and 

29 | the second is not merely a question of fairness as 


0 between different kinds of financial institutions, 
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but what kind of a financial setup do you want to 
encourage, and so on. You quite conceivably may 
have a very discriminatory system of controls which 
is perfectly effective in terms of the larger policies, 
but at. the same time you may be distorting your credit 
institutions by what happens to be a traditional 
survival of obsolete control patterns, which, in 
addition to being inefficient in serving its purposes 
is also unfair and arbitrary. 

There are both banks and near banks in 
every country, advanced or semi-advanced. Whether 
controls should be confined to banks is important only 
if it is important where the initial impact of control 
occurs. 

Now, I personally believe that the point 
of impact is not very important in terms of the major 
purposes of credit control, although persons whose 
judgment I respect and whose information is superior 
to mine do say it is important. But I do think that 
as far as possible monetary and fiscal controls ought 
to be neutral with respect to the competition between 
different types of credit institutions. In other 
words, differential impacts of the control procedures 
that have no national purpose, although they may have 
important secondary and national significance, should 
be avoided as far as is practicable. 

In the United States there are so-called 
savings banks in certain states under state regulation, 


and there are commercial banks which are federally 


controlled. 
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Now,is that a logical dividing point? 

In the United States we have commercial banks that are 
not members of the Federal Reserve System at all, 

we have State banks, and we have national banks, 

we have a variety of banks and the impact of the genera 
controls is somewhat different on all of them and is 
negligible on some, except as these impacts spread in 
a secondary stage by the inter-flow of their effects 
through the general banking tissue of the banking 
system as a whole. 

In the United States it is often a 
political issue as to what institutions shall be 
subject to the general credit controls, and the 
political forces in general are against central bank 
control because there are local loyalties. In this 
country you get generalized bank control almost 
automatically because your banking institutions operate 
across the Dominion, so that you start out with a 
position of advantage. From my neutral point of view 
and in the absence of special reason for it, I don't 
want to discriminate between the different forms of 
financial institutions, and I am under the impression 
that you also have borderline institutions that are 
not regulated commercial banks subject to controls, 
but nevertheless carry on operations very much 
parallel to the operations of your commercial banks. 
Your problem in that respect -- although I believe in 
a much lesser degree -- is like ours. Maybe you even 
have provincial institutions, not subject to federal 


control. I am not sure, but in the past there were 
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some. I believe there were once one or two banking 
institutions in the Province of Quebec which were not 
in any way subject to central control. 

COMMISSIONER LEMAN: Could this be an 
issue? This morning I think you told us that without 
using very sharp instruments sometimes when you notice 
that there are rigidities like administered prices, 
perhaps because the labour unions haven't fallen in 
with the philosophy that persuasion will go a long 
way to solving a lot of these problems. I believe 
you told us that this morning, and perhaps this is 
an area where you feel that persuasion could also 
work. | 

PROFESSOR VINER: Let me make clear the 
point which is very important to me. Secret 
persuasion, persuasion off the record, I abhor, so 
when I do seem to be speaking for moral suasion, it 
is by open and general statement in terms of a 
set of general and known principles, and not by ad hoc 
and ad hominem nudging and pursuing. 

For instance, in the field of collective 
bargaining I think it is a very serious defect ina 
democracy when an agency intervenes -- except in the 
height of an emergency -- and applies moral suasion 
to one of the parties without benefit of an established 
set of rules and of general principles to which they 
can refer. I wouldn't like to see such procedures 
applied to the banking system as well. 

Where the individuals are genuine 


individuals and therefore individually weak and 
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unimportant, I would let every individual do as he 
pleases subject to general rules applied equally 
by the government. Now that there are unions and 
firms and banks which are not "individuals" but giants, 
they need more detailed regulation. My point is to 
let it be on the record that even with respect to 
these giants, intervention shall be only with reference 
to publicly stated reasons and in accordance with 
publicly formulated patterns of behaviour. 
COMMISSIONER LEMAN: Open persuasion? 
PROFESSOR VINER: Yes, open, but not 
necessarily effective. Disclose the circumstances, 
disclose the logic - do it the way a college professor 
might do it in a general exposition to a mature class. 
Let them make their responses as to what the call of 
duty is in the light of their own special circumstances 
At least, do it on an experimental basis and see how 
it works. My point is that not only statutes and 
regulations but also administrative efforts at 
persuasion should be subject to rules of due process. 
I would dislike a central bank system which involves 
a bank official phoning a huge corporation and request- 
ing it to do or not to do so and so. I don't think 
that is healthyand yet it is the way collective 
bargaining is administered now in the United States 
when the government intervenes. It involves personal 
intervention without stated principles, or with 
principles which are stated and justified very meagerly 
so that as an economist and as a neutral I am sometimes 


inelined to advise: "Don't do it because of the manner 
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in which you have been asked to do it". I don't like 
a society in which you have officers who can express 
wishes to you and then put you under heavy pressure 
to conform to them. 

COMMISSIONER MACKINTOSH: I wonder if 
you would clear my mind on some things which you said 
this morning. I wasn't quite sure whether you ended 
up your discussion rather favouring a fixed rate of 
exchange rather than a floating rate? 

PROFESSOR VINER: Well, I tried not to 
be a bigot. In general, I like the presumption to be 
in favour of working on free market forces and would 
interfere only after careful consideration, as far as 
possible by general rule, and only with weighty reasons 

Now, a flexible exchange is an example 
of a flexible "price", like, say, a flexible cotton 
price, if I may suppose that the cotton price is a 
quite free and unmanipulated price. But to apply to the 
foreign exchange market the logic of a perfectly free 
and perfectly flexible economy we have to overlook the 
fact that we are in a world of sluggish prices, of 
administered prices, of rigged prices, of collective 
bargaining prices, of government-regulated prices. 

Of all prices, why should you single out the exchange 
value of your currency as almost the only price of 
major importance which is left subject only to the 
forces of the free market? 

In a world of free-market prices, I 
might be for a foreign-exchange market with which 


government in no way interferes, directly or indirectly. 
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In a world such as ours where markets are only very 
partially free, I still concede that I have no 
logically satisfactory ae for regulating foreign 
exchange rates, and whatever regulation, direct or 
indirect, I support is supported by me without | 
enthusiasm and only as presumptively less objectionable 
than any alternative iinet seems available. There are 
valid and important objections to fixing the gold value 
of a national currency as a means of influencing its 
foreign exchange value, of which perhaps the weightiest 
is’ \that.<it «is arbitrary, that it is not under modern 
esaiitinbo ie a reliable guarantee of stable £ drei 
exchange rates, that it is liable to be a weeand of 
deflation, and that it is only a partial and somewhat 
unreliable seca Reais against inflation. If there were 
a country which could be counted on to be able and 
willing to maintain a stable price level through boom 
and recession, I would urge it to free itself from any 
link to gold until price-stabilization was a major goal 
successfully pursued by the bulk of the free world. 
Given conditions as they are, however, I favor a strong 
but not completely unbreakable link seth wag national 
currencies and gold, with the currency value of gold 
alterable only by international action or where it is 
fostering either extreme deflation or extreme inflation. 
If fixed currency-values for gold 
threatened to result in serious inflation or deflation 
for the free world at large, I would support appropriate 
alterations in the monetary price of gold by inter- 


national agreement but I don't feel that this is for 
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the time being an urgent problem. 

There is substantial flexibility, given 
a moderate amount of organized international co-operation 
in the minimum gold reserve adequate for the currency 
systems of the free world without involving general 
deflationary pressure, 

I do not claim that it is in theory or in 
practice impossible for a floating exchange system to 
operate satisfactorily for a particular country. But 
for confidence that this will be the case for any 
particular country to be warranted certain quite 
exacting conditions need to be met. One is that there 
Shall be justified confidence in the workings of market 
forces in markets with their prevalent imperfections as 
compared to the free-market model of economic theory. 
Another is that the public of that country shall ace 
complete and justified trust that its government will 
not use the freedom which a floating exchange gives it 
to resort to inflationary tax and expenditure activities. 
Another is that the government will not use the freedom 
from gold or fixed-exchange restrictions to manipulate 
the exchanges by indirect means in what may be from the 
point of view of the national interest wisely conceived 
a perverse pattern. An exchange to be genuinely floatin 
must be free from any pattern, open or concealed, of 
government interference with it, but an exchange set up 
as floating in appearance is thereby available to 
manipulation by government in any degree or direction 
provided only that the means used are indirect and their 


purpose to influence the exchange rate is not acknowledged 


mevig .ydtitdtxel? {stinstadve at event. ilistigag 
woltjsisqo-o9 Isnoltsaisint bestnsarto to tavoms sisisbom s 
youerive edd tot etsupebs evreger ploy mumtntm oft mt 
{siems3 gatviovat dvodd bu hlitow esti sit to aemsteyea 
sSINeasiq yisnottslteb 

ai to yioedt mt ai sk dsdd misfo som of TI 


od modeye ognsdoxes uatdsolt s ret sldieaoqmt sotiosrq 


wu&@ .yuUeatroos tslyottrsg 6 tot wittotostatise sta1sq0 


Yas Tol saso ods ed [fiw etdt tsdd sonmebttnoo “10? 
etiup misitieo betnsixsw ed of Yttnvoo tsluotia¢sg 


sist tedd at en0 .doem ed ot boon anotstbaos ganitosxe 


&S anoliostisqmi tnefsverq whed¢d dtiw etexiasm mf asoret 
-Ciosds oimoneos to [ebom texuam-sort sit og Detsqmoo 
evead [fsa yrtevoo gsdt to oiiduq edd tedd at vedtorsA 
{fiw tnemareveg ati gadt teuard Helititvest bras estefqmoo 


| Jolism lo agnintow sedi mt somsbhttnos bettizvast ed L[Lsde 
vi aevig egnsroxe snttsolt s dotaw mobestt seat sey ton 


.asitivitos etutkbaeqxe bre xed visnolislint ot ttoasy ot 
: mobsstt sdt sey tom fftw droemnireveg odt tsdt et wsedtonAé 
| steluqiasm ot antoitotrteor sansioxs-hbertl to blog mort 

ead mort sd yem darw mt ansem sootkbat wd aegnedioxe erft 

bevisonce Yisetw taststnt LIsnotisn seat to wetv to tatog 
Bittsolt ylentumes ed ot sxnsedoxe fA .nmvetisg setevisq s 
to .bsisseneo to — .fiIStisg yas mort sext od tacgm 


Gu Jee sgnsdoxe ns jud .dt dtiw eorsretroedat SHSMATSVOR 


oy sfdsftsvs ydexeds ef Sonsissaqs mi anitteolt es 


moldostib to seTaeb yas at tnemrteveg yd nokss lug ’ism 
lated bee doorlbat exs beay ansem end ders yLlno bebiveta 
bpabelworlos ton at ester sansdoxs edd somenfint ot saoqtig 


| 
| 


oe 


eo 


Nethercut &é Young 
- 5082 - 


Torente, Ontaric 
officially. 

I know of only two instances of full- 
fledged floating exchanges, the Canadian and the 
Peruvian, both now dead, but both deaths bemoaned by 
many economists. I am not well enough informed to 
appraise the workings of either of these experiments. 

I concede that some of the fears I had 
about the working of a floating exchange for any country 
did not eventuate at least for a number of years in 
Canada. I derive from that one or the other of two 
conclusions: That the Canadian people had a great 
degree of confidence in the wisdom, integrity and 
foresight of their government and its agencies including 
the Bank of Canada itself; or, secondly, the community 
was without ideas on the subject sufficient to bring 
it to a state of distrust and apprehension. 

In the United States there prevails 
special admiration for the wisdom and ability of 
Canada's higher civil servants, and for the wisdom and 
integrity of Canadian politicians in that they respect 
the quality of their civil service and deal with it 
as a good democratic government should deal with a 
brilliant and dedicated civil service. This contributes 
to the belief that whatever might be the case in other 
countries, Canada could survive and even flourish under 
a floating exchange. 

I do not understand the events of the 
past eighteen months. They are hazy to me. One of 
the things I am not sure of -- and I get conflicting 


reports from American experts -- is as to how one finds 
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whether an exchange is genuinely a floating exchange. 

A perfect floating exchange is probably 
an inconceivable thing, if one defines it strictly. 

How close Canada came to it in this period, I don't 
know. 7 

If you ask me what objections to floating 
exchanges I would raise in principle without dis- 
regarding the little I know of Canada's experience, 

I would say that the Canadian experience has taught 

me that a floating exchange is not necessarily as 
disastrous as I might have expected it to be. But 

I still feel that a wide range of countries -- 

and in this range I include the United States with 
qualifications -- are not to be trusted with a floating 
exchange; and that the fixed exchange rate eunt) myth, 
rigidity, illogicality though it be, is the sole 
surviving barrier to unrestrained inflation in many 
countries. 

I feel at the present time the fact that 
in the United States we have a fixed gold value on 
currency or a fixed rate of exchange, the fact that 
we have one or the other, or both of those, is one 
of the important factors of an inadequate stock of 
factors which supports belief that on the whole the 
United States government over the next few years will 
follow a fairly sober financial policy. 

Tying a currency to gold, or to fixed 
exchange rates, is not a logical principle. There 
are circumstances in which it could be a stimulus 


to inflation. Under other and more probable circumstan¢es, 
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it could bring about disastrous deflation. 

So, in principle I have nothing to say 
for the gold standard; in principle, I have nothing 
to say for fixed exchange rates; in principle, I am 
biased in favour of thoroughly complete economic 
freedom subject only to general policies and 
general rules. But in the light of the actual picture, 
what country can be safely relied upon always to act 
with sobriety when freed by a floating exchange rate 
from the budgetary restraints imposed by the necessity 
of maintaining exchange parity or gold parity? The . 
number of countries which belong to that list has never 
been very large, and I would not at the present time 
include the United States in such a list. 

COMMISSIONER MACKINTOSH: I take it you 
look on the exchange rate as a mosaic law on divorce: 
It is a concession to the eicieenkee of the people. 

PROFESSOR VINER: Yes. In a way it is 
like putting a chain and anchor on the legs of your 
citizens at random, because you are not sure which 
ones are dishonest and which are honest and can be 
safely allowed to roam the streets at night. 

I have no recommendation to make as to 
what specific exchange rate policy Canada should 
follow in the near future. The range of information 
I would want before I would venture to tender advice 
as to what Canada ought to do with respect to the 
exchange value of its currency, or the pattern whereby 
the exchanges are determined, requires much more 


knowledge than I have at the present time. What are 
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1 the points on which I am conscious of being ignorant? 
2 I have not seen any detailed study of Canada's balance 
3 of payments. I don't know just how intense the balance 
4 of payments pressure is and how much of it is due to 
5 bear speculation. I know there has occurred a very 
6 serious drain on Canada's international liquid assets, 
7 but I don't know whether the character of it was such 
8 as to portend serious pressures continuing into the 
9 distant future, or whether there was a lot of very 
10 itchy money that had come in here and has now been 
11 taken back, and that that is the end of the story. 
12 In any case, there are very high 
13 opinions in the United States as to the future 
14 prospects of Canada, as to the wisdom, solidarity 
15 and genius of your government, as to the absence of 
16 defects in your political procedures and so forth. 
17 There have even been some in the United States who 
18 | invested money in Canada thinking this is a haven 
19 for all the kinds of economic virtues which seemed 
20 to them to be in short supply in the United States. 
21 Canada no doubt is a special haven for some economic 
22 virtues. I would nevertheless not have forecast 
23 it as being capable of living in reasonable safety 
24 with a floating exchange. But I seem to have been 
25 mistaken -- it is also the country of Social Credit 
26 and other queer manifestations of economic doctrine. 
27 It is a country in which economic ignorance in the 
28 population is spread apparently in about the same 
29 general proportions as in other distinguished countries 
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departing from traditional restraints on financial and 
monetary experimentation. 

You see, the balance of payments is a 
very elastic and flexible term. There is also an 
international balance of obligations to abroad and 
claims on abroad not immediately current which needs 
to be brought into the picture. What is the balance 
of Canada with reference to the outside world? What 
are the potential claims that foreigners can make on 
you, and that you can make on foreigners? What are 
the prospects of your export markets? What are the 
prospects of your import requirements and demands? 
What are the prospects as to the fiscal policy and the 
fiscal measures you are going to take? All these | 
things have to be evaluated before the Canadian dollar 
can be appraised, or intelligently prescribed for. 

I just do not know enough to undertake this task. 

COMMISSIONER MACKINTOSH: I think those 
are all the questions I have, Mr. Chairman. We have 
kept Professor Viner here a very long time. 

THE CHAIRMAN: That concludes today's 
hearing. May I express to you, Professor Viner, the 
appreciation of the Commission of your presence here 
today, and of the tremendous amount of information you 
have given us. This discussion has been fascinating 
and provocative, and it will be of great assistance 
to us in our endeavours. 

PROFESSOR VINER: May I thank you for 
your patience with me, Mr. Chairman, and may I 


apologize for the abstract and vague character of my 
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answers to the searching and relevant questions you 
and your colleagues have put to me. 

THE CHAIRMAN: We shall resume tomorrow 
morning at 9.15 to hear Sir Denis Robertson. We will 
now adjourn. 


--- Adjournment. 
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Ottawa, Ontario, 
1 Thursday, 
September 20, 1962. 


*) de- On resuming at 9.15 A.M. 

3 

4 THE CHAIRMAN: Call the meeting to order, 

5 We have this morning a submission from 

6 Sir Dennis Robertson, who is one of Great Britain's 

7 foremost monetary economists. He is a retired professor 
8 of economics at Cambridge UnLvers ley. 

9 Sir Dennis, I understand that you would prefer 
10 to have questions put to you at the outset rather than 
rl make any further statement yourself? 

12 SIR DENNIS ROBERTSON: I think SO, Bir. 

13 THE CHAIRMAN: We have all read your 

14 brief with very great interest and we are familiar 

. with the points raised in it, and I think most of 

16 the Commissioners will have questions on points they 

7 wish to pursue qa bit further. 

4 COMMISSIONER MACKINTOSH: Sir Dennis, if I 
19 could ask for some simple elucidation, and to set out 
20 the concept of monetary equilibrium in rough terms, 

01 I take it to be that the money flow should equal the 

22 real flow in order to have a stable level of prices -+- 
23 stating it very crudely -- and as you yourself said, 

24 some simple type of objective of stability of the 

25 general price level. How would you interpret that in 
26 terms of measurements of this? We had Dr. Bernstein . 
27 here the other day who was in favour of prices of 

28 industrial products rather than a consumer price 
99 level. I understood from him that that was on the 


ground that there was an undue weighting of the wages 
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through services regarding consumer price levels. How 
do you interpret Stability of the general price level? 

SIR DENNIS ROBERTSON: Well, as I have said, 
I think stability of the price level in any ordinary 
sense is really a compromise; that there is a lot to 
be said on theoretical grounds for attempting to 
Stabilize not any level of commodity prices, but a level 
of prices of productive services. 

What that would amount to in a community 
which is making progress is a gradual fall over time 
in the prices of commodities, and 
I-believe myself that that is an easier objective to 
defend on theoretical grounds than stability of any 
commodity price level, 

As I have said in my paper, I regard that 
now as rather a thing that people do not find easy 
to understand, and therefore I would accept as a com- 
promise, as apractical objective the stabilization in 
Some sense of the prices of commodities, but that means 
that with all these possible varieties none of them 
is more right than any. other. What people are most 
interested in seems to be the level of consumer prices, 
but to be a little more scientific youcan say that you 


are interested in the level of final prices, counting 


producer goods as well as consumer goods, but I think 
that there is not much reason for pire Bab eh ke any one 

‘of these theoretically to any other; they are all 
approximations of what one is attempting to do. . 


COMMISSIONER MACKINTOSH: What sort of signals 


would you expect the central banker to take account of in 
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following this? 

SIR DENNIS ROBERTSON: TI think central bankers 
probably have to take account of all sorts of Signals 
other than prices, I wouldn't like to think that the 
central bank was definitely trying to stabilize any 
particular index number whatever. I think the central 


bank, like the general economic Statesman, has got to 


be looking out for other things, levels of employment 


and activity ami many other things,but among these things I 


10 Should have thought that the price level of consumer 

11 goods was that which was most deserving of attention, 

12) 55 it were. 

13 AS’ I have said’ in’ my paper, I would be very 
14 Careful not’ ‘to think’ “thatthe monetary system had failed 
15 because in the event, for instance, of a succession of 
16} baad harvests the price level wa going up. hi 
17 think it is in a sense right that if nature is being 

18 malignant you have a natural effect in everybody 

19 finding their costs of-living increasing, so Af “one 

20 is considering the relations of one country with the 

- rest of the world, if the terms of trade are, for good 
22 and intelligible reasons, turning against that country 
23 because the things it supplies have become less needed 
24 in the world or the things it is buying have become 

25 Scarcer, then I think one would have to be prepared to 
26 see the consumer price level going up a bit gradually. S 
27) do not think 3ny of these things are sacrosanct, as it 

28 were; they are indications as to whether we are on 

29 


the right line, but no more. 


COMMISSIONER MACKINTOSH: You favour, I would 


| i Y iow 7 aa, 
i i ‘ » 7 a ' a - ee - 
ie to Ls eee " ' 
m. te! ; - >> _ 
WY. i ni 
7 { : ~ a 
7 $ A 7 ; 7 = 
% i" y sre ees gi ’ 
5 “it dawns otetdd satwosto: 


| eyasined Isutmeo daidd I :WOGTHAGOA CIMMEC ALG 99) 4 y ; 


afsagis to adsoe Ifis lo gnvooos sxet ot sved yldsdo 
eft teadd anidd ot soil T'abivow,T §-.asotaig asdtredto 
ys osilidsde o¢ aniyat yledinbieb esw amed. Leadgeo 
Isrtnso said Anidd 1 reves saw rotonten xebat rasivotsisg 
ot tog aed ,aemeodtstea olmonoee Lersmeg, sdt~oatl: ,aaed f 
taemyolqme ‘to alsvel ,agmtdd sedte a961 duo sewoud od 

I aanidd sacdd x3ronis duc agect nc redito yasm Sse. ytivitos pas Ae 


yempenco to Level soing odd send tdguodd sved blyode 


oitaetts to 3nivieasb deom esw doldw Jedd) acw, eboog 
,otew Sah as |S 

visev sd blvwow I ,.regeq yn at bise eved 1 eh z 
besflist bed meteye yistemom edd tedd Anidd, ot som [utero 
to aoteesooue 6 To ,somstant sot .dmeve ond at, eeusoed yet 


) 


yi 8 patog ww level sotuq odd atesvisna . bed 


onted et exutem If dedt deiaty canoe 5 nl el tbh, aAaiat 
vohodynevs mk cdostts fseauydgen s oven voy tasmgitlam 


eno Tk og ,galecenomt gaivil to adaoo xiodd gitbakt 


eds dtiw yxatnsoo eno to anottelss.sdd gntarebienoo at 


boos 01 ,exs sbhsitd to emyet edd If .binow sent Yo, seer 
- yitawoo tedd demtege gntawt .eaogseet oldigiifednt bas | 
bsbsen east smoood eve esiiqque dL agnitdd ond sausoed 
snoosd sven aniyud eat Jt amntdt edd toa birow ont at ‘ 

ot bersgerg sd ot sved Bbivow ono Natdd I neds -reomsoe 
pe Vifevbexs did s qu anton level solag remyenoo oft 998 | 
$i ee .tomssoxsce exe evmtdd seed to une anitd don ob I| 


No ets ow wtendendw ot ae amotisotbal ors yordt. .o1t)8w 


.2tom on t 


Nethercut Young - 5137112 


Terente, Ontario 

take it from what you say, a monetary policy being 
essentially discretionary rather than following measures 
and mechanical rules? 

SIR DENNIS ROBERTSON: Yes, I don't think one 
can get away from that now. I think you have to trust 
Somebody, somebody's discretion in the €na;) You can 't 
hope to get a mechanical System which would give you 
the right result. 

COMMISSIONER MACKINTOSH: What is your view 
with respect to Friedman in this proposition? 

SIR DENNIS ROBERTSON: Well, I am going to 
remind the Commission that I am now retired and I 
therefore don't feel bound to reaa@ everything” that 
everybody writes, and I am not going to pretend 
to have read things I did not read. Li must not elaim 
to have studied his work properly, I cantt comment on 
it expertly, but my hunch is that you can't get away 
in the last’ restvlt --+ 

COMMISSIONER MACKINTOSH: I wasn't really 
asking for a critique of Friedman, but simply 
an idea that you could speak on it. 

SIR DENNIS ROBERTSON: I would be very loathe 
to believe that myself. 

COMMISSIONER MACKINTOSH: You have in the 
earlier section of your brief a good deal to say about 
the phenomenon of growth and its source, Is this 
Something that monetary policy takes account of, is 
it something which it can make a positive contribution 
to, assuming that the country wants a policy of growth. 


SIR DENNIS ROBERTSON: I think monetary policy 
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must take account of it, and, in a sense, always has 
in the countries which have Srown in the past. The 
monetary system was developing, pari passu, roughly 
with the general economic Structure. 
I may have seemed a little impertinent about 
growth, but in my generation we were a little bit amused b 
this sudden interest in growth as if it were a new 
idea that nobody had ever had before, but all the books 
on economy and the principles of economy, as I was 
brought up, were all studies of a growing economy, 
and it was assumed that it would be growing and every- 
thing would be adjusted to that, Then, of course, we 
had a prolonged period of Stagnation in the 1930's 
when people forgot about the fact that you could grow 
and now it has been rather a discovery by the young 
people -- by Jove, we ought to be growing, and they 
make rather more fuss about it than the CONcent, it 
seems to me, warrants, but it doesn't mean that I 
think we ought not to be growing; I think we ought, 
and monetary policy has got to be adapted to that, 
COMMISSIONER MACKINTOSH: Is this, you might 
say, @ sort of permissive thing, that you accommodate 
monetary policy to the growth, or can you get some 
positive push? 


SIR DENNIS ROBERTSON: I think the dangers 


of trying to make monetary policy -- of straining it, so 
to speak, so as topromote growth. You guite 
often wish to go right ahead -- and by certain 


monetary action you can make yourself grow just a little 


bit quicker than if you did not take the action, but 
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the danger is that that will be a Spurt, and if what 

you want is steady growth and not the quickest possible 

immediate rate of growth, then you would be in trouble. 
There is a danger, I think, of monetary systems 

being perverted to securing an unhealthily rapid, immediate 

rate of growth. I don't know if that answers your 

question. 

COMMISSIONER MACKINTOSH: Yes, I think it 
does in part. May an economy attain its objective 
of monetary equilibrium or stable prices and still 
be left with a substantial problem of unemployment? 
What difference in policy does this mean? 

SIR DENNIS ROBERTSON: Well, that is the 
crux, I absolutely agree. I suppose that there 
are some kinds of unemployment which no monetary policy 

eould do very much to relieve, but there are’ other 
Kinds which you may be able to lessen by monetary 
action, but ata cost; at’a‘cost of preserving 
inefficiencies of structure in our system. But there 
are other kinds of unemployment again which a good 
monetary policy can be really effective in curing or, 
at any rate, diminishing and it is an extraordinarily 
difficult question of policy, I think, to distinguish 
what I have called the three sorts of unemployment -- 
chose that monetary policy cannot touch, those which 
it may be able to touch but at an excessive cost 
in inefficiency, and those -- the cyclical unemployment 
-- which it really 
can make a positive contribution to curing, and I 


am afraid that that is the art of the statesman, to aim 
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at curing what can be cured and not try to cure what 
cannot be cured by monetary methods. 

COMMISSIONER MACKINTOSH: You wouldn't put 
the first class beyond the reach of economic policy 
as distinguished from monetary policy, would you? 

SIR DENNIS ROBERTSON: No. There are some 
sorts of not being at work, of unemployment in the 
vroad sense of not being at work, which I suppose no- 
body would want to cure in the sense that one wouldn't 
want a system to be so rigid that there is no remedy 
or- Prexibility deo Ssboeure atl oat. What you want is 
to prevent such unemployment as does emerge in a free 
system from leading 
to social distress vy your systems of insurance, and so 
On « But there are other kinds of unemployment which 
we should hope to lessen by good policies and by 
the mobility oF lapour, and so on, which we can't 
do very much about by monetary means. 

COMMISSIONER MACKINTOSH: And wherever there 
is a lack or an inadequate demand, would you say monetary 
policy there can pe helpful? 

SIR DENNIS ROBERTSON: It can be helpful, 
put there I think you ought to pe conscious of the 
question of price. You can have an inadequate denand, 
put a demand for anything, whether labour or anything 
else, is a demand at a price, isn't ‘te 

COMMISSIONER MACKINTOSH: Yes. 

SIR DENNIS ROBERTSON: And if a seller of 
something, whether it is labour or anything else, puts 


an exorbitant price upon it, then any level of demand 
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1] may appear to be inadequate, I suppose a given level 


part of the final buyers to spend so many dollars per 
year, but one has to ask why is that inadequate, Isn't 
there some level of price at which it would be pefectly 
adequate? 

COMMISSIONER MACKINTOSH: That brings us to 
the practical question of whether it is not really hopeles 
to wait for such an adjustment of wages as would set a 
country in motion again, Can you really set it out? 


Will wages, the general level of wages, adjust itself? 
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SIR DENNIS ROBERTSON: It depends whether 
you are thinking of an absolute fall from a stable 
level or whether you are assuming, as I think 
we ought to be assuming, a condition of growth. 
COMMISSIONER MACKINTOSH: Yes. 
SIR DENNIS ROBERTSON: One can conceive 
of a society in which it could be hopeless to bring 
about an absolute fall in the level of money wages 
PAG LT wileh ab 4 not impossible to hope that 
the pace of rise of the money wage level shall 
be under some Kind of control Asnornet may be very 
important. If you think in terms not of a general 
Level bul of o rate of rise, it seems to me there 
may be some rates of rise of money wages which would 
make any attempt to control demand hopeless. 
COMMISSIONER MACKINTOSH: You have a 
sentence on page 3 of your submission, Sir Dennis, 
at the top of the page, in which you refer with 
some applicability to Canada to the possibility that 
a short period of needed digestion and re-appraisal, 
after a specially rapid upthrust, may face her 
with a temporary problem of superfluity of manpower 
from which a less dynamic economy would be exempt, 
and with which purely financial policies may prove 
inadequate to cope. 
Would you care to elaborate a little the 
limitations that you imply there? 
SIR DENNIS ROBERTSON: I think I am revealing 
my great ignorance of conditions here but I am 


suggesting it is possible at any rate that your 
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labour is not in all respects well adjusted to the 
particular things that are now PeQquinéd.s Sif nivem 
right, perhaps not Canada but some country may be 
undergoing a period of very rapid development with 
great building of trans-continental railways or 
Seaways or whatever it may be in which a Lot: of 
tough physical labour is required, and that country 
may be attracting labour of that kind from all over 
the world. Then almost inevitably one sees that 
when great works are completed there is a pause 
and nobody can quite see what is the next thing to 
be done. therefore, you may find that this particular 
kind of labour, relatively unskilled, male labour, 
is’a bit of a drug’ on the market, whereas at the 
Same time new industries requiring delicacy of 
touch, and so on, are developing in service 
industries in the cities and there is considerable 
demand particularly for female labour, and your 
labour supply turns out to be ill-adjusted to the 
particular requirements of the moment. 

You ask me what to do about it. Well, 
I do not know. I do not pretend to have any cure 
for these things. I say that one can hardly hope one 
will not get periods of that sort in the history 
of a rapidly-developing country. 

COMMISSIONER MACKINTOSH: Your statement 
that purely financial policies may prove inadequate 


to cope with this does not mean that they cannot 


be said to help? 


SIR DENNIS ROBERTSON: No; I do not think 
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<t means they cannot be Said to help, 

COMMISSIONER MACKINTOSH: This is more 
a personal than an official question, but would 
your phrase, "a short period of needed digestion 
and re-appraisal" have any relation to what you 
quite a few years ago referred to as 4 primary depression 
as contrasted with a secondary depression? 

SIR DENNIS ROBERTSON: I do not think those 
were my phrases, were they? 

COMMISSIONER MACKINTOSH: I may have the 
wrong term. My recollection was, "a period which 
had an economic function to perform", 

SIR DENNIS ROBERTSON: Yess I tadnk ie 
may have an economic function to Peri orm, 

COMMISSIONER MACKINTOSH: Turning to another 
matter, I am interested in your comment on the report 
of Professor Cairncross where he refers to regional 
problems. I take it you would not look with much 
hope on any attempt to deal with these regional 
problems through monetary policy? | 

SIR DENNIS ROBERTSON: I think it is 
always a matter of the individual case, and I do 
not know anything about this particular problem 
but, of course, this problem which Professor 
Cairncross is investigating here is rather like a 
problem that Scotland has at home. I would not say 


that you cannot use financial methods to help you 


with these problems. If one is distinguishing between 


monetary and fiscal, I think your methods have to be 


It would be difficult 
ww 


fiscal rather than monetary. 
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to see your banks adopting a very different degree 
of lending Standards, and so on, in different parts 
of the country. However, I would not throw it out 

as a matter of principle, and as a point of fact 

I think in England, when these directives are given 
by the Bank of England not to lend to this and not 

to lend to that, there is some exception in what they 
now call the development areas and they are allowed 

to lend on things they would not be allowed to lend 
on in other areas. I think monetary policy, even 

in the narrowest sense of bank lending policy, 

can be called into service. I would not Say you cannot 
do anything by it. 

COMMISSIONER MACKINTOSH: We have had 
proposals that tight money should be mitigated as 
far as some of the Atlantic provinces are concerned, 

SIR DENNIS ROBERTSON: Yes, 

COMMISSIONER MACKINTOSH: What do you say 
as to that? 

SIR DENNIS ROBERTSON: I would not rule 
it out as a matter of principle. I mean, if you 
have made up your mind that the community as a whole 
is prepared to incur a certain sacrifice for the 
sake of giving these regions a square deal, then 
I cannot see why you should rule out any particular 
method of doing it which helps you get what you 


want to do. 


COMMISSIONER MACKINTOSH: Those are all the 


questions I have to ask at the moment, Mr. Chairman. 


Some of the other Commissioners may wish to pursue 
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THE CHAIRMAN: Are there any other questions 
on this point? 

COMMISSIONER BROWN: I was wondering, 
ee Dennis, bt you would visualize these regional 
policies as being a directive of the central bank 
or a directive from the political level? 

SIR DENNIS ROBERTSON: Oh, I think it must 
come from the political level with the central bank 
working in with the governmental policy in.this as 
in other respects. I think it would bervery difficult 
for the central bank to have a regional policy that 
was not that of the government. 

COMMISSIONER LEMAN: I should like to ask 
Sir Dennis a question in this areaof his Submission, 
I gather you feel that population growth in Canada 
Should not be of special concern, and yet these 
questions of encouraging immigration or discouraging 

have been a matter of great discussion in Canada 
from time to time. 

SIR DENNIS ROBERTSON: It has, yes. 

COMMISSIONER LEMAN: In view of the 
geographical characteristics of Canada, and the fact 
that our population density is so low, do you not 
believe in general that Canada would gain from -- 


you use the term --- 


SIR DENNIS ROBERTSON: A smart rate of 


growth, 
COMMISSIONER LEMAN: Yes. 


SIR DENNIS ROBERTSON: Yes, I suppose it 
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would. I was thinking ‘that you have not got 
the particular problem that, say, Australia has, 
I was trying in my mind to compare the motives 
why people have to have population policies, In 
Australia there is the racial complication of 
eing a sort of an outpost of a white world in a world that 

is not predominantly white. You have not got that 
complication here. In the case of India you have 
these tremendous explosive forces of population, 
which it is gallantly trying to control but cannot 
completely control. It seems to me that as compared 
with either of those countries Canada has not a 
tremendously over-riding reason for growing at 
one pace rather than at another pace. 

COMMISSIONER LEMAN: But would you go 
along with the thought that a smart rate of growth 
in population and family formations, and so 9 eee 
great stimulus to economic activity? 

SIR DENNIS ROBERTSON: It is a great 
Stimulus but it carries itsdisadvantages in the 
end, does it not? In fact, when these countries grow 
they do not grow all over. JI have not got the figures 
at hand but in Australia an enormously large proportion 
of the population lives in the great cities, and 
you have all the problems of urban cong2stion, 
and so on, arising. This seems to be so, no matter 
how big and enormous your country is. Look at the 
United States, its vast regions, and the enormous 
concentration of population on its eastern seaboard. 


If you could spread out your population all over the 
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country, well and good, but in the end it seems 

to result in the large, open-area countries being 
as congested as little countries like England or 
Belgium. 

I am doubtful. of the advantages of very 
great population. I am talking economics. of course, 
if you then think of power and military capacity and 
addy that ,1 and many other things that come ia.4 that 
is another mattcr but I am trying to remain on the 
economic plane, What I am endeavouring to say is 
that if you do try to grow very fast you get considerable! 
congestion problems and the monetary problem does 


become more difficult. You get a bias towards 


inflation. 

COMMISSIONER GIBSON: Do you think the 
monetary policy which does have a bias towards 
inflation with a purpose of encouraging growth is 
in effect, conducive, to. the most rapid growth over a 
long period? 

SIR DENNIS ROBERTSON: Not DecesSa ra Lay suk 
do not think. I still believe that if you desire 


Steady growth over a long period you had better 


avoid inflation. I would not deny, however, that 
if you want quick growth you hasten it to some extent 
at the price of mounting inflation. 

COMMISSIONER BROWN: Continuing on this 
question of growth, Sir Dennis, you distinguish 
between capital formation and technical progress and 
indicate that in your opinion it would be a government 


responsibility to encourage specific types of capital 
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formation.w J gather thatthis meana 1t would have 
to be done through fiscal measures rather than in 
the general monetary policy, and I was wondering 
in what way you Visualize this being done? Would 
this be by special capital cost allowances and 
depreciation allowances? 

SIR DENNIS ROBERTSON: I am very doubtful 
how far in a country as developed as Canada it is 
necessary for the government to lay down the lines 
of demelopment... If you are dealing with one of 
these extremely backward, under-developed countries, 
then you have got to have some kind of government 
plan for installing what is now Called the jnfra 


Structure, and you have to have a certain minimum 


pattern of transport and power in particular before 
the private enterprise can ed Ly Tine tion 44311. 
I should have thought Canada was now beyond that 
stage. You have got your great trans-continental 
rail, road and air,.traffic.., I would not be at all 
Sure that it is a function of government to intervene 
very much in the direction of investment, but I am 
Speaking very ignorantly. In so far as the government 
is trying to do these things then it must, as you 
Say, be fiscal measures, either direct government 
enterprise in the suitable cases or a system of 
investment allowances and subsidies in other 
cases. 

COMMISSIONER GIBSON: Mr. Chairman, if 


there are no more questions in this area, I might 


go on to another. 
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THE CHAIRMAN: Yes, 

COMMISSIONER GIBSON: Sir Dennis, TI should 
like to ask you one or two questions about the 
effectiveness of monetary policy and about its relation 
with fiscal policy and debt Management. As regards 
rts effectiveness, in a number of places in your 
memorandum you refer to its limitations. you do not 
at any point say Just how you think it works. You 
Say that interest rates are not always too effective 
in their influence on persuading perople to reduce 
or increase their expenditures. I wondered if you 
would give us your views on this subject as to how 
actually effective a restrictive policy works and 
influences changes in business decisions, and so 
on, 

SIR DENNIS ROBERTSON: I would much rather 
hear you on the subject than Speak on it myself. 

You probably know, and I am sure that I do not. 

COMMMSSIONER GIBSON: Sir, I can assure that 
we do not know and we would very much like to have 
your views as between the effect of interest rates 
and credit availability. Is it the actual changes 
in cost or availability or is it theexpectations of 


changes in cost or availability? 
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SIR DENNIS ROBERTSON: I think I am going 
to be cowardly and say both. The evidence is awfully 


conflicting, as you know, and I expect you “heard 5 


% 


little more here.. I have waded through some of the 
Radcliffe Committee evidence “*-i" 746" ‘hot pretend to 
have read it @¥qi5. and I cannot help but think that 


the Radcliffe Committee in my country came to unduly 
pessimistic conclusions about its effectiveness. 

They were dealing with a period in which 
inflation really got going. There was a tremendous lift. 
There were increasing prices and increasing profits 
year by year, and once you have a tremendous upward 
surge of that sort you cannot expect moderate changes 


in the bank rate to have very much effect. But, once 


that inflationary spiral is Stopped I should have thought 
enat we had in England reached a position where there 


ufficiently large body of investment sufficiently 


a 
tQ 
rab) 
n 


sensitive to moderate movements in the rate of interest 
to make some difference, 

I do not think you can proceed alone by 
movements of the rate of interest, and I do not believe 
that in England we have ever done that. I think long 


before, when we were on the old gold standard arrange- 


ment, it was not only the bank rate movement that did 
the thing. I think the bankers were always exercising 
a fairly considerable discretionary Foie 

| Keynes at one time talked 
about the fringe of unsatisfied borrowers which he 
Said had a chronic existence.The system operated very 


largely by making that fringe of unsatisfied borrowers 


6 aw 
; ; - 
Ao Pas one a, hha oO Ly 
a - esfe - ia BIDS S) Muarais, 
‘* “_ 7 
> 


gatog wie L Natdd I :WOeTARSON QLMUsa AL 


rs 


uitviws ef eomsbive ad? sided yee bus ylbrewoo ed of 


+ 
ee 
ae 


| ~  e 
s bused voy Josgxs I bas .woawd voy as .givoitigos |” 
| 


y, oct to omoe cguouds Oebsw oved I »ored otom, elicit 


ot baetexg tom ob.I -- sonebive, settimmod, ottt Lobeh 


jedd Natidd ged glen tonmaso I bas -- Life 3£ bsen sved 


yinbas o¢ emso yutavoo yo at sotdimmod slitlobsfpeds |] 


.seansvitsetis ati juwods anoieulonoo olteimieasa 


dotaw al boflireq 6 ad kw anrifseb gnew yodT 


-SItL avobnemsit 6 ssw sredT  .entfos dom viless nobtel tal 


Se Soe Sek ee Se pacamac 
A 


etviiorg aniessroni bas esotiyq geiteserontl ersew sisht 
bYeWwqQN BNODMSIioIsT s eved yoy Seno Das  rsevy yd sey 
esanels etsetobom toeqxe sonnss voy taoae sent 10! egrwve 
s000 Wwe .costts dNoum yusv oved od ates Nosd eAxty nt 


tdaguodd evsd bivode I beqqote ai [sxtqe yrenottslInt stadt 


| s1sdy siécw aoitiacg s bedoser Sasigni atebed ow terit 
Yitnelortive daeadzevat to ybod oneal yitnotolliue. s- es 
desistal to sisi sit at atnemevom etsrebom od, svitianee 
SofeTelTIib emoe oNem ot 

yd enols hsesotq aso voy antdd tom ob, I 
evelied don ob I brs ,taserstat io oten edd So eatnomevom 
. gmol amidd I .tedd sriob veve sven sw baslynd ab tedt 
-sgisi%s Sysbaste blog bio edt no stow sw enendw .s10 ted : 
bib gent Teomov ow over Nasd sds yino ton esw Sk , trem 
antetorexe eyewls stew ereNned odd Aatdd I .antdd ent 
-1Swog yistolisroetb sf{dsisbtenoo ylutst 6 

bex{st amit sno ts 2onyond 
ed doidw sxswotiod boltettseanu fo santrt edt tuods 
YI9V betersgo meseve sdATsonstatxs taal & on 


ersworvod beltalsseni lo egats? sent aniven yd yloursi 
a ee” ee ee Vee a 


Nethercut &: Young ~ 5126 - 


Terento, Ontaria 

a little greateror a little less. I think you 2an 
Show that the big industries may be very insensitive 

to moderate movements, and to availability, but neverthe- 
less there is @ whole marginal fringe of transactions 
which can be affected by these methods, 

COMMISSIONER GIBSON: Even small changes? 

SIR DENNIS ROBERTSON: Even by relatively 
Small changes, 

COMMISSIONER GIBSON: So you would not 
disagree with the view that Professor Viner €xpressed 
yesterday that monetary policy should move gradually 
and slowly in small doses rather than in sudden jumps, 
if that is possible? 

SIR DENNIS ROBERTSON: Yeay Wak tb ink 
it may have to move in large jumps, and larger jumps 
than people used to consider. I think the trouble 
in England in the early fifties was that people were 
not thinking in terms of big enough jumps. The Bank 
of England would speak of 5 per cent as being a 

crisis rate, whereas 5 per cent was not very high 
for those conditions. It was a high rate for earlier 
times. It was not until they really began to think 
in terms of 7 per cent that they could really bite. I 
think the smoother you can make it the better. 
There is this metaphor of the motor car that everybody 
uses nowadays, of keeping one foot on the accelator 
and the other on the clutch or the brake, but life is 


not quite like that. 


COMMISSIONER GIBSON: The only evidence -- and 


Il am speaking purely personally -- that I have heard and 
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that has impressed me as to just how effective 4 change 
in monetary policy is, is that it does work when there 
has been substantial changes, Both Dr. Holtrop and 
Lord Cobbold both said that it is when there are big 
changes in the bank rate and a tightening up of the 
banking system that things really start to happen, and 
that you can trace the resguate, 

SIR DENNIS ROBERTSON: Yes, Welsh, eahbedt can 
Suggest is that the Bank of England let things go too 
long and too far, and then it had to make substantial 
changes. If they had been a little readier to make 
moderate changes more decidedly we might not have got 
into the position in which we had to raise it to 7 per 
cent, but I do not know. 

COMMISSIONER GIBSON: How about the other 
way, sir? We have been talking about monetary policy 
in terms of its restrictiveness. 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER GIBSON: Do you think it is as 
effective in terms of its expansive effects? 

SIR DENNIS ROBERTSON: -No. I think you 
may get into a position of jam as in the thirties when 
you could go very low without very much happening. 


COMMISSIONER GIBSON: You are pushing on the 


SIR DENNIS ROBERTSON: Yes, you are pushing 
on the string, and then you have got to have your 
fiscal policy coming in. 

COMMISSIONER GIBSON: This leads on to the 


question of the relationship of fiscal policy. At severa 
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places in your memorandum you emphasize that fiscal 
policy has an independent life of its own, anc that it 


cannot just be bent to fit monetary policy. 


You do say 
that fiscal policy can help an upgrade, and you put 
guite a little emphasis upon that, but you do not say 
much about what you propose when there is an element 
of. westr idtion, 

SIR DENNIS ROBERTSON: . I think it could do 
quite a lot in the way of running budget surpluses, 
and so on, ‘and (it) should do. 

COMMISSIONER GIBSON: Do you see fiscal policy 
as having a cyclical character? Should it be bent 
that much? 

SIR DENNIS ROBERTSON: Yes, I think it car 
be developed in that directions... As you know, England 
is now experimenting in that with what the Chancellor 
Calis regulators -- indirect taxes which he is able to 
raise without going to parliament every time. 

The trouble about fiscal policy is that it 
is so apt to work only at budget times once a year, and 
be rather impotent in between. I think there is real 
room for experiment in giving the executive or the 
legislature -- it depends on the system of government -- 
more power to vary its tax rates quickly. Mr. Kennedy 
Spoke the other day -- I do alan he has got it 
yet, hap he? -- of power’ to put down the income tax 
rate in order to produce a quick effect. He did not 


say anything about putting it up. Perhaps that might 


Ps » Leoelt tent os beernighs yoy mubet 
‘al o 


a 
; | thatent Sane .mwo adt Yo stir sesh sone 
| ae 


| -yollog yretsnom IL ot FrSd-SE terko-vens anes a h 


Yee ob oY mS feds 
Juq uoy bas .sbeiage as qfed aso yotlog Thoet? send 
¥yse vom of voy dud .dsdt moqu atesdqms efttil 6! ottup 
Saenels ae af exeds cedw szogoTg voy tendw duods donm 
i Gott ol weet to 

ob bilroo Ji Natdd I swOeTARGOH STMMaa ALES 
pesauigquue dogbud Ssninnus te yew edd at tol SB otinp {at 
-06 Diente ti baw Lore e& bAB = 

(Wolfog I[soell o5e woy od + ?HOS8EID AMNVOLEeSIMMOD 
| sured. od: TE biuone fxetoeireno I[soifoyo e saiveN es 
fdoum tsdz 


189 df Natdd TI ,2eY -:MOSTAESOH eIMmaa ATe 


! 

. 

| 

| 

| 

| 
Dislgai ,wonw voy eA smottoortb sede al begoisveb 6d b 

"olftsonsdd ond tenw diiw tedt at gaidasmtdegxe wor et | 

Gt sides ei shi doiiw eexedy doortbat +< eioJeluso: aflfeo | 
-omtd yusve daemetixeg of aqatoan sttodtiw’ satsg | 

vo gsdt el yotiog Ieoett tuodse siduoas sap 

bins <169Y S Sone gomit tegbud te ylmo Show ot Iqs oa ef | 
fot et) owent Actas 1 -“sowysd mi taatoqmk tents 4d 
edt 10 ovituoexs oft gnivig af tnemitsqxs 10% moor 
| ~- dmoemeiieves to neteye ent co abmeqeb di -- siuteletges 
ybentexd .yM° .yldstup ester xed aft Y<ev od ‘swog S10m 1® 
ti doy ast on it ob I 44/yeb weiito sad’ ssioga 
xed smicont sat awob stud ot sWwog Io -~- fed esd tay 
tor bib eH .tositle Aofup 6 souborg 6% 4Sbr10 ae 


im tend ageded — .qu dt anEdtuq guods ‘gaze 


sll 5 al 
yo = ine) in al ‘i oe 


Nethercut & Young = 5129 = 


Terente, Ontaric 


~ome later once he gets the power to put it down. 

COMMISSIONER MACKINTOSH: After the elections, 
but not before, 

SIR DENNIS ROBERTSON: Once he had the 
power to put up direct taxes during the cuppency .of 
the fiscal year then I think his fiseal policy could be 
very effective, 

COMMISSIONER GIBSON: In your memorandum 
you give the impression that you are rather doubtful 
about this business of reducing taxes as an expansive 
weapon. 

SIR DENNIS ROBERTSON: I think each party 
always expects too much of the other. In England the 
relations between the treasury and the Bank are, 12S 


you know, extremely good, but there is always an under- 


K 


4 


current of thought on the part of the Bank that the 
treasury might have done a bit more, and you might 

also find an undercurrent on the part of the politicians 
that the bankers could do a bit more. They are each 

a little bit anxious to prove an alibi, to prove that 
the other chap ought to weigh in better. Probably they 
are both right. I think it is a fair criticism of the 
present Conservative administration that when they 
rediscovered monetary policy in 1952, after it had been 
forgotten for ten years or so, that they expected too 
much of it. They thought: "This is splendid, we can 

do everything through the banking system, and we can 
have a nice easy budget 


In rather the same way, but the other way 


around, the bankers thought that everything would be quite 
al 3 
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easy if only the government would put on such heavy taxes 


SO aS to finance all of the Capital expenditure of the 
nationalized industries, and that they would then not 

have to bother about having to issue treasury bills 

to finance them. There is a little tendency for each 
party to expect too much of the other. 

THE CHAIRMAN: There is a great deal of 
talk at times such as we are going through of budget 
deficits to accomplish the objective of greater employ- 
ment, and so on. But, there seem to be several flaws 
in that under the circumstances, and in this country 
one is that the more money that is put into the hands 
of the people then the more purchasing power they have 
and thus greater will be our importation of goods from 
abroad, particularly from the United States, One of 
our problems is that our balance of payments is un- 
favourable, so from that point of view alone there are 
certain dangers in budget deficits under present 
conditions. 

SIR DENNIS ROBERTSON: I quite agree. Li 
think one has got to be very careful in how one measures 
these budget deficits. The illustration that I used 
in my paper was this, that you might have a country 
like England which for good reasons or bad has decided 
to nationalize a number of industries. Those industrie 
will require a programme of capital expansion, just 
as they would have if they were not nationalized. Some 
body has got to provide for the expansion of the 
electricity supply, road and railway transport, and 


80 on. I do not think that just because a country 


sit Yo siwtlbregxe chhieens odd 10 ‘Ife soment? ox aE a8 


ie 


tom asdt bluow yet Jedd bas cwbbretietict! pestieaohden | 
ds ted Sontac | 
allid yiveesrt sueet od a tuods tedsvod ot sved 


. Hose wot yonmebmed elssti s nf ered? mod? sonent? ot | fh. 


S we 


. 
‘] 


stento sdt to doum oot sosqxe of ytaeq 

to Iseb tsexg 6 ai oredT :WAMATAHD HHT we | 
teabud lo Asvords gntog eis sw as dows eomit ts sited 5 
~yolqmes tetserg to evitsetdo eat detiqmooos ot attottsb | 

awslil feusvse sd of mose exedt stud -10 08 bas ,tnem | 
yitnwos efdd at bas ,asonstammortos odd ebay dsdt at 
ebasad sit odat tuq al teds yenom srom ods tedt et si 4 
eved yeds s9ewoq antesdouwg s1om edt gods elgosq sdt Yo 
mort eboog to aottstrogmt avo od f£flw yetee 1 avdt bere 
lo sm0 -a9dete betial edt a bile  aeabennenan ein beords 
| ~Mm af ecmemysq Io sonsisd rho Sade et ame ldorg 10 
ems etsndd onols wetv to tutog tsdt mort o# ,eldeayovet 
dmesoqiqg tebmu ettokieh dgorzbud mat axenash atetuiso 
enotdtbneo | 

I -987Tas etiup I :YoeTsAmaod exunad Ale 

| @envesem sao wod mt [yteteo iene ed oF tog esd sno Natdt 

been I tedt motserteull[t eff .ettotteb toybud eeedd 
yisnuoo 8 sven sdigim yoy ted ,eidd esw amas ym ot | 


bebifosb asd bed to enoages beog 10% doltdw basiynd owatl 


poluteubat seod'? .estateubal te redmua 6 ostisaotten of 


veut, ,gotensqzxe I[sttgso Yo smmBryorTg 8 sxtuper Iitw jas 
pomoe .bestisaotisa ton erew yedd If eved bluow yedt as |. 


- ‘ . t q 
edt to molensqxe edt 10% sbivoig o¢ tog aed ybod : e 
jz 


bas Puegenent yewlisy bre daon Viqqua vtlointosle 


YiatMvOO 6 saneoed Jeut: tits shen betd ton ob I .fto 08 
(iat eS PMs isa BAT , Soro? 
Poe ; a ie ae 


Nethercut & Yeung = 5131 « 


Toronto, Ontario 


has nationalized an industry that’ 4+ ought, therefore, 
to expect to pay for the capital expansion of that 
industry out of taxation. If by the budget deficit 
you are looking over the whole range of capital and 
current expenditure taken together, it seems to me 
quite reasonable that a country which is in that position 
Should have a budget deficit. That is to°say, it should 
be borrowing in the market for part, at any rate, of 
the capital expenditure of the nationally owned 
industry. 
Your central banker might take the line 
that that was all wrong; that if the government determine 
to have these nationalized industries it ought to pay 
for them out of taxation and not go on to the capital 
market. That would be extreme. Lao" Roet tN Lak 2. 
would be seriously argued by the 
Bank of England, and if they did so argue then I would 
say they were wrong. It would be perfectly correct 
for a government to borrow in the market for the 
Finances needed to expand its nationally owned industries|. 
THE CHAIRMAN: That is for the investment 
in buildings and plant? 
SIR DENNIS ROBERTSON: Yes. 
THE CHAIRMAN: Well, it would mean, I suppose, 
that they would have to have a different way of keeping 


the pooks? 


SIR DENNIS ROBERTSON: Yes, it would be 


different bookkeeping. 


THE CHAIRMAN: Some of the provinces here 


carry on in that way. In Ontario we always have had 
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a capital account and an ordinary account, and generally 
in the ordinary account there is a Surplus, and there 

is sufficient to provide for a sinking fund and, 
generally, about a third of the cost of capital invest- 
ment. Over the years that has resulted in a considerable 
expansion of the capital debt, put nevertheless it 

was in a period of expansion, and there was income 
Sufficient to service the debt. 

SIR DENNIS ROBERTSON: Yes. Well, that seems 
to me to be all right. 

COMMISSIONER GIBSON: Sir Dennis, you refer 
to the third sister in this trinity of monetary policy 
and fiscal --- 

SIR DENNIS ROBERTSON: Yes, debt management. 

COMMISSIONER GIBSON: You have looked firmly 
into the future, and you think that debt management 
Should not be influenced by short-term changes. In 
other words, you suggest that the aims of debt management, 
whenever feasible, should be towards lengthening the 
average life of the debt appropriately? 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER GIBSON: But you do not say 
anything about the cyclical function that debt manage- 
ment might play. 

SIR DENNIS ROBERTSON: I do not know much 
about that. I should think it would have a function, 
but I would not expect an awful lot from a cyclical 
I think the long term is more important, 


point of view. 


namely, to prevent the debt from getting shorter and 


shorter simply through the lapse of time. 
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COMMISSIONER GIBSON: You would be deliberatel 


= = pas * * ’ 
2 shortening the term of the debt as an expansive ineasure? 


3 SIR DENNIS ROBERTSON: Well, 2 would not «rule 
4 out anything if you are real Py cise jam, Liam really 
5 ignorant of the history of what happened here. Am I 


6} right in thinking that in 1958 there was this lengthening 


7 undertaken at a rather inappropriate moment which did 


8 make the cyclical difficulties greater than they need 
9 nave been? 

10 COMMISSIONER GIBSON: It did create some 
11 later problems. It is a question of opinion “as cto 
12 how you balance them, 

13 SIR DENNIS ROBERTSON: Yes, What I wag 


14 chiefly sensitive of in England in the late forties 


15 and most of the fifties was that I thought the author- 
16 ities were being too Slow to recognize the chang 
17 that had come over the capital situation of the whole 


18 world, and were too much afraid of being aceused of 


19 interfering in the market by raising the rate. of 
20 interest on the long-term debt. I think we went on 
21 too long in the forties and the fifties with an 


22 uneconomically low long-term rate of interest. 
a 


23 I read with great interest the disputes about 


24 this that occurred on the Radcliffe Committee between 


25 Lord Cobbold and some of the economists, especially 

26 Professor Sayers. Enormous as is my respect for Lord 

27 Cobbold I think my sympathies were on the side of the 
said they 

28 economists. The technicians/could not have let the 


eee ; ++] 3poiline the 
29 long-term rate of inverest go Up without spoiling th 


: - Aehi aq Se 
30 market, so to speak, on the government debt, and Sayers 
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in particular kept Saying that they ought to have Succeeded 
in ousing this weapon of debt management more effectively 

tO counter the inflation, My sympathies there were 

in favour of the economists against the technicians, 

but t know how difficult these things are for the 


technicians, 


i think it is. very important 
that the monetary authorities Should have their interest 
policy in line with the underlying facts of the capital 


market. 
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COMMISSIONER GIBSON: Sir Dennis, would 
you care to express a view on the Radcliffe Committee's 
attitude about liquidity, that it is the whole 
range of liquidity that matters and that Just the 
banking system itself is only part of the whole 
picture? I do not know, but maybe it is asking too 
much. Would yOu care to express an opinion about 
that, and Say what you think the implications of 
this view are? If you could, that would be most 
helpful, 

SIR DENNIS ROBERTSON:  T Chink Lt ae 
perfectly true that there is now a number of 
institutions which are not commonly called banks but 
which are having very much the same effect as the 
banks. I find the Radcliffe Committee often rather 
irritating about this. They speak of liquidity, but 
they give one no idea as to how to measure the 
Tee ett 46 something you cannot measure but Le 
Le a sort .of feeling, and you have very little idea 
how to control it, 

What it comes to , asa practical question, 
I suppose, is whether you are going to submit some 
of these non-banks to the same kind of disciplinary 
action as you submit banks to. JI think it may be 
necessary to extend the powers of the central bank. 

As far as I understand, what happens now, 
quite recently and perhaps partly as a consequence 
of the Radcliffe Committee, is that when the 
governor of the bank has something to say to the 


ordinary banks he takes good care to bring what he 
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has to say to the attention of these non-banks 

as well. But nothing has been done,’ so. far; to 
bring them in numerically; that is to Say, there is. 
no 80 per cent rule avout reserves’ and no’15 pér- cent 
rule about liquid assets. Whether that is going 

to come or not, I simply do not know. 

I still do feel there is a considerable 
difference between bank money which is a final 
discharge of a debt and other instruments which are 
not. What I do not know about this country is how 
far the deposits in the non-banks are actually used 
to draw cheques upon and can be used as a means of 
remittance. It seems to me that if they can 
be and are being freely used as a means of remittance, 
then they are virtually banks and ought to be 
treated as such. It may be an academic difference, 
but I feel there is a certain difference between 
a bank account that can be transferred by cheque 
and one that cannot, 

COMMISSIONER BROWN: Perhaps, Sir Dennis, 
you would be prepared to give us a definition of 
a bank or banking? 

SIR DENNIS ROBERTSON: No. What I was 
brought up on was to say that there was only one 
act of parliament in England which defines a bank, 
and that defines it as a body which performs the 
business of banking, 

COMMISSIONER LEMAN: Sir Dennis, to come 
back to these near banks. Would you say you would 


focus your attention mostly on whether these deposits are 
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chequable deposits -- in other words, Can be drawn on 
by means of a cheque -- or just the fact they can 


be withdrawn without notice, in effect? 


SIR DENNIS ROBERTSON: I was thinking 
more of the fact they can be drawn on and are useable 


as a means of remittance, 

THE CHAIRMAN: From the point of view 
ef their effect. upon the economy, is that really a 
pvoper distinction? 

STR DENNIS ROBERTSON: No, I do not 
thilak pac. 

THE CHAIRMAN: They are in a position 
to supply money at a time when the banking system 
may ibe contracted by monetary policy. 

SIR DENNIS ROBERTSON: Yes, I cannot 
get away from that. 

THE CHAIRMAN: And that is where they 
eoue into conflict. 

SIR DENNIS ROBERTSON: Yes. 

THE CHAIRMAN: And that is ene of 


our problems. 


SIR DENNIS ROBERTSON: Yes. I was 
interested that the American commission appeared 
to treat this problem very lightly. I do not know 
whether they were right to treat it so lightly, but 
they did -- I thought, probably too lightly. On 
the other hand, I think perhaps the Radcliffe 
Committee made too much heavy weather of it, so 


I am sure you will get it just right. 


THE CHAIRMAN: Everybody seems to treat 
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them very lightly, and everybody seems to be 
reluctant to take any definite steps to control 
them. Whether or not it is necessary may be a 
question. 

SIR DENNIS ROBERTSON: Yes. 

THE CHAIRMAN: Some of these near banks 
make use of the banking system. 

SIR DENNIS ROBERTSON: Yes. 

THE CHAIRMAN: They borrow money and have 
lines of credit with chartered banks, and their 
operations might be restricted when the chartered 
banks' operations are restricted. 

SIR DENNIS ROBERTSON: Yes. That is to say, 
it is a misuse of language, is it not, to say they 
are taking deposits away from the banks, because they 
are themselves keeping deposits with the banks? 

But it does not follow they are not taking business 
away. 

COMMISSIONER BROWN: Dr. Holtrop suggested 
that pne measure of the point at which these near 
banks became a factor was when their velocity 
of turn-over became unity for a year; in other 

words, when deposits turned over a minimum of 
once in a year. Would you care to comment on this 
as a definition or as a picture of when they become 
a factor? 

SIR DENNIS ROBERTSON: I think it is 
rather arbitrary. I cannot see any reason for fixing 
it at a year, so to speak. 


COMMISSIONER BROWN: Could you possibly 
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Suggest to us some measurement that might be used? 
SIR DENNIS ROBERTSON: No, I do not think 
I can because once you get into this realm of 
liquidity, as distinct from money, (it is an 
immeasurable thing and it is what you feel about 
i 
The Radeliffe Committee seemed to me 
to exaggerate it, because they pointed out that any 
individual feels liquid if he has Something that he 
thinks that he can realize; and they made his 
liquidity depend not only on all sorts of property 
holdings, but they said that you Tesi Toure i. 
you think you are going to sell your goods and 
have an incoming stream. But once you get into 
that sort of region you have something you cannot 
measure at all, and you are liquid because you feel 
happy. I should have thought that if the central 
banking system had a pretty tight grip over the 
Supply of money, in the old-fashioned Sense, including 
the deposits of the chartered banks, the commercial 
banks, it would be very far on in having a grip 
On the whole system, 


COMMISSIONER GIBSON: You do not think 


the ownership of a short-term instrument, like a treasury 
bill, gives the same feeling a bank deposit does 
to an individual businessman? | 

SIR DENNIS ROBERTSON: It may to. an 


individual businessman, but if everybody feels 


they can assume they can turn their liquid assets 


into hard cash, somebody, in the end, finds 
he cannot, and then you have some very good 
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bankruptcies, 


THE CHAIRMAN: When do you have liquidity 
and when do you not have liquidity? You may have 
claims against the bank; many people have claims 
against a bank in the form of deposits: 

SIR DENNIS ROBERTSON: Yes. 

THE CHAIRMAN: They will be used and 
drawn upon at a certain rate; the level may not 
change very much over a period; and then, all of 
a sudden, there is a run on the bank. De you say, 
Once there is a run’on the bank, there is an 
increase in liquidity, and that there was not the 
Same amount of liquidity during the period when they 
did not exercise their right? Did they not have 
liquidity at that time? toh See anal have exercised 
their right. Is the borderline at the point where 
9eople make up their minds to make use of these 
claims that they have? Is this always a matter 
of the mind of a person, or is it something else? 

SIR DENNIS ROBERTSON: That is what it 
seems to be, but if they all make up their minds 
at once they want to use it, they will not be able to. 

THE CHAIRMAN: So there is no liquidity 
at any given time? 

SIR DENNIS ROBEERTSON: There is a sort 
of assumption at the back of it that the banks will 


not be allowed to fail. I. do not know what the law is 


here, but I would have thought that in the United States 
, 


deposit insurarce has gone a long way to make a 


difference as to what is a bank and what is not. 
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COMMISSIONER GIBSON: This takes us back, 

really, to how does monetary policy work, How does 
it influence this feeling cof liquidity which, in 
turn, results in decisions? Would yOu say a word 
or two about your views as to how changes in interest 
rates affect Savings? 

SIR DENNIS ROBERTSON: Ves ¢ 

COMMISSIONER GIBSON: We have not discussed 
this yet, and I do not think it is covered in your 
memo, 

SIR DENNIS ROBERTSON: TI think it is 
a very unknown subject, really. There are people who 
think it does not have any influence at all, I am 
Old-fashioned about it, and I should have thought 
that, on balance, a rise in the rate of interest 
did stimulate Saving or discourage dis-saving, which 
may be equally important nowadays; and that when 
the capital value of their holdings is going down - 
a bit they would pull in their expenditures. — You 
can say that if the rate of interest goes down 
people will work and save harder, because they will 
have a particular goal in their mind, and they will 
work a bit harder to attain that goal. But I 
would say, on balance, the old-fashioned view is 
true that by a rise in the interest rate, by one 
route or another, you do stimulate saving. 

COMMISSIONER GIBSON: Do you think that 
the low price of fixed interest securities entices 


Savers, because of a capital gain that might be 


involved? 
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SIR DENNIS ROBERTSON: I think people 

are influenced in their expenditures by that, 
COMMISSIONER GIBSON: In other words, if you 

can buy securities at below par, because interest 

rates are high, does this give a strong added incentive 

to people to buy Securities, with a veiw to making 

& tax-free profit? Is not that true of the United 

Kingdom? 

SIR DENNIS ROBERTSON: We have a new 
law about this, but it has not come into force yet. 
and we do not know quite how it is going to operate, 

I would rather not speak on the tax Sine oF iis 
I do not really know, 

COMMISSIONER MACKINTOSH: Would itbe 
fair to say that a shift in the interest rater in. the 
Short run rather brings about a shift in assets 
and, in the longer run, will have an influence on 
Savings? In other words, on a short run it is more 
likely to have an influence on the way in which 
Savings are held than in the total amount? 

SIR DENNIS ROBERTSON: Are you distinguishing 
between the short rate of interest, and the long? 

COMMISSIONER MACKINTOSH: No, I am 
distinguishing between the short-term effect and 
long-term effect of a movement in interest rates, 

SIR DENNIS ROBERTSON: I do not think 


I can answer that question. 


THE CHAIRMAN: We will now recess for 


15 minutes. 


--- Short Recess. 
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THE CHAIRMAN: We will now resume. 

COMMISSIONER GIBSON: I might continue for 
a moment, Mr. Chairman. 

I wonder, Sir Dennis, if you would say a 
little more about how you think this feeling of 
liquidity or, conversely, illiquidity affeets décisions 
to spend and save? 

SIR DENNIS ROBERTSON: Perhaps, Mr. Chairman, 
the rest of the Commission would like to hear the 
Story of the danger of the use of physical metaphors. 
there was an occasion when the French banks had been 
in a lot of trouble and they got over it and things 
were looking better, I think it was the correspondent 
for the Economist newspaper who gave an account of this 
Situation and ended up with these words, ‘In fact, 
the banks are in a thoroughly solid and liquid condition.,|" 
You can make of that what you like. It is a very 
imponderable thing, that notion of liquidity. 

I would come back to saying that if the 
central bank has got a real grip on the more conerete 
elements in the situation, on the money as we understand 
it in the sense of bank deposits and notes and so on, 
the other thing, the liquidity, is tied to that as it 
were by sort of a string and if you really can tighten 
up on the visible things, the bank deposits, and so on, 
that is going to affect the actions of everybody else 
in time; that they will become aware that these instrumenys 
that they hold -- bills, or whatever it may be -- are 
not going to be so awfully easy to get rid of at the 
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Will spread. Isn't that so? You who are in the 
business know very much more about it than I do as to 
how it really does work. 

COMMISSIONER GIBSON: Is this because interest 
rates are rising? 

SIR DENNIS ROBERTSON: I think this has a 
lot to\ do with it. 

COMMISSIONER LEMAN: It is the psychological 
reaction to a change? 

SIR DENNIS ROBERTSON: Yes, it all helps 
to pull people up, but I can't go much further, Z 
am afraid. 

COMMISSIONER GIBSON: If there are no more 
questions in this field, I would just like to ask you 
a’ question in the area of wage policy, profits policy. 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER GIBSON: And which you discussed 
at some length in your memorandum. 

SGR DENNGS ROBERTSON: » Yess 

COMMISSIONER GIBSON: And indicated some 
ofthe difficulties and limitations of attempts at 
direct actions in this area, We heard fron Professor 
Lundberg from Sweden last week and he expressed quite 
an interesting view in this area; he said that his 
view was that wage policy should be designed to make 
wage rates as uniform as possible for the same kind 
of work, and he reduced the differentials between 
different kinds of work and between skilled and unskilled 
as much as possible, his point being that by producing 


a more equally uniform wage scale there was a greater 
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incentive for the inefficient and declining industries 
to decline and become unable to go on, end’ that these 
people; were: more readily available in expanding indus- 
tries: but, by the same token, you wouldn't have to pay 
quite as much because you have a more or less level 


ale. 


e 


Wages 
Now, it would be very interesting to know 
what you think about this kind of approach. 
SIR DENNIS ROBERTSON: Yes. {t “as avlittile 
bit. of..a surprise. to me, I think. 
COMMISSIONER GIBSON: I may not have expressed 


it altogether accurately, but perhaps Dr. Mackintosh 


COMMISSIONER MACKINTOSH: Well, I think 
thet is accurate except that he added another rather 
surprising element, that in maintaining level wage 
policies they havethe strong support of the unions, 


whoowould rather see unemployment develop in a declining 


areal than see it mitigated by a reduced wage rate, and 


e 


Torather gathered that this threw it into the govern- 
ment'sylap and not into theirs. 

SIR DENNIS ROBERTSON: That may be. This 
agadnprisra:bittle bit. of ‘a surprise. 

COMMISSIONER GIBSON: Because he said they 
had great confidence in the government's employment 


policy. 
SIR DENNIS ROBERTSON: Yes. 
COMMISSIONER GIBSON: This is rather the 


reverse of a kind of classical approach to this problen, 


see " a 
as I understand it, and I wondered what your reaction 
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would be. 

SIR DENNIS ROBERTSON: My own feeling is 
that you want to have the differentials to some extent 
between the advancing industries sand the stationary 
ones in order to promote or to attract °a flow of 
labour to the advancing industries. I think it is 
awfully difficult not to get mixed up here between 
the productivity increases and profitability. 

There has been @ lot of talk in England about 

the danger of wages outrunning productivity, 
and there has been a tendency to think 

that you could allow the wages in each 
particular branch of industry to rise to the full 
extent of the’ increase of the’ productivity’ in that 
industry, and some of us have been very insistent 
on ssying that is not right because some industries 
are inherently more susceptible to technological’ pro- 
gress than others, and if you allow the progressive 
industries to raise their wages ‘to the full proportion 
of the increase in productivity, then you will find 
that your general wage level iS going up because 
there are other industries which cannot increase 
their productivity -- government services for instance - 
who cannot produce figures of measurable increases 
in productivity, and they will not allow themselves to b 
left behind, so we have the whole level driven UD. 
So, the doctrine in England is that what you want to 
achieve is a wage level piaine in proportion to the 
average rise in productivity and not going up out of 


proportion in the more productive fields, but whether 
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this is consistent with Lundberg or the Opposite; I 
Can't quite see at the moment, 

You see, I think you have to have a compromise 
between this doctrine -- the general wage level rising 
according to the average rise in productivity -- and 
the need for a certain amount of stimulus to labour 
to move to the productive activities by allowing a 
certain amount of increase above the average in an 
industry where not only productivity is increasing 
fast, but profitability also, Take the case of 
agricultural industries: if productivity increases 
these, then it doesn't mean you want to try to attract 
people into them; it means you want to push them out, 
But there are other cases which are both susceptible t 
productivity increases and also are profitable and 
able to pay high wages, and you might want wages there 
to rise faster than in the average industry in order 
to draw labour in the right direction, 

I was rather afraid of Dr, Lundberg ironing 
out these differentials before they have had their 
designed effect; to draw labour in the direction in 
which it is needed, 

COMMISSIONER MACKINTOSH: The impression I 
got was that he depended more on the push than on 
the pull. 


SIR DENNIS ROBERTSON: Yes, 


COMMISSIONER MACKINTOSH: And combined with 
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1 his analysis was the great emphasis on an efficient 

2] placement service training and re-training workers 

3 for new industry? 

4 SIR DENNIS ROBERTSON: Yes. 

5 COMMISSIONER MACKINTOSH: And I think chtz 

6 nay have been partly political. in that if these things 
7 are on the doorstep of government, they have to do 


8 Something about them, 


9 SIR DENNIS ROBERTSON: Yes. 
10 COMMISSIONER BROWN: Would it be 
11 fair to Say that Dr. Lundberg's ideas were 


12 that unemployment was more effective at increasing 

13 labour mobility than lower wages? 

14 SIR DENNIS ROBERTSON: Yes, I think that. is 
S| it, It is pretty difficult politically, I should have 
16 thought; the government will be accused of Creating 

17|| unemployment. 

18 COMMISSIONER LEMAN: Well, except that ‘the 


19 labour leaders were in accord with it. 


20 SIR DENNIS ROBERTSON: Exactly, yes. 
2 THE CHAIRMAN: But, in facet, my recollection 

22 is they didn't have any substantial unemployment? 

23 COMMISSIONER MACKINTOSH: No, they had had -- 

24 THE CHAIRMAN: A continuous high employment 

25 period for a very long time. 

26 SIR DENNIS ROBERTSON: Yes. 

27 THE CHAIRMAN: Which makes a difference. 

28 SIR DENNIS ROBERTSON: Which makes a differenck, 

29 and we have had, of course, very high employment over 


a very long time. 
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THE CHAIRMAN: And a very strong demand 
for their export production. 

SIR DENNIS ROBERTSON: Yes. I think this 

is your great difficulty here,'of having this rather 
high unemployment percentage together with the adverse 
balance; managing these two things together is very 
Peete G. 

COMMISSIONER BROWN: Doesn't the size of 
the labour force come into that picture because this 
has been the situation in Sweden, the labour force 
hasn't been increasing at the same speed as ours? 

SIR DENNIS ROBERTSON: Yes, 

COMMISSIONER GIBSON: Do you think having 
the wages policy means that you have more effective 
control over, or you are likely to be more effective 
in achieving your aim of price stability, or less 
effective? You said a moment ago that the aim-in 
Britain was to keep wage increases to the average: 
increase in productivity? 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER GIBSON: This would mean in 
fact that there probably would have to be some 
annual increase in the cost of living type index 
because the services element would rise along with 
the wages in the goods producing industries? 

SIR DENNIS ROBERTSON: Well; the idea I 
suppose would be that you wouldn't allow that; that 
your wages will rise a bit and the price of services will 

rise a bit, but to balance that you are having an actual 


fall in the price level of the highly mechanized industri 
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i say that this is the idea, because none of this 
is happening at present and it is very difficult 
to, be. sure it will happen, but the official objective 
I think is. that you should have prices falling in the 
industries where productivity is increasing fast, 
and then that balanced out against the rise of 
prices of services in the service industries, 

so that the average index number is more or 
less~stable. 

COMMISSIONER GIBSON: If you have a consistent 
wage policy of this kind, you Suggest this may lead 
to the necessity of a profits policy? 

SIR DENNIS ROBERTSON: Yes, 

COMMISSIONER GIBSON: How do you work 
out the profits policy? 

SIR DENNIS ROBERTSON: How indeed? 

COMMISSIONER GIBSON: It is very puzzling. 

SIR DENNIS ROBERTSON: I always have been 
very sceptical about it because, whatever you do 
about wages, it seems to me not to be desirable 
that you should have a uniform level of profits 
as between industries. 

If you are going to have a profit 
enterprise system at all, it seems to me to depend 
on different levels of profits in different industries 
in order to guide resources in the right direction 


and I don't think our people have gotten anywhere 


yet -- as far as I can see -- towards a clear 


profits policy. 
THE CHAIRMAN: How would it be enforced? 
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SIR DENNIS ROBERTSON: All you can do, 
I think, is just to have taxation on profits, of 
course, and you can have limitations on dividends, 
but that again seems to me extremely difficult 
as a long-range pOLLcy...In.an emergency you can 
get people to conform to a dividend freeze, but 
I don't believe you can as a long-range thing unless 
you are going to have a complete nationalized 
system. 

THE CHAIRMAN: As to the rise in the wage 
level of the services industries, what is the cause 
of that? Was that not be due in part, at any rate, 
to demand for a certain type of skill, the Supply 
of which is short for the time being? The service 
industries today are engaged in activities which, 
some years ago, were not contemplated at all. It 
is a different type of service industry from the 
old fashioned service? 


SIR DENNIS ROBERTSON: Yes. 
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THE CHAIRMAN: 4nd i¢ requires a certain type 
of personality ana Skill to do it. Woula it not be the 
result of the natural forces at work, supply and demand, 
Co raise these wages? 

SIR DENNIS ROBERTSON: I think if you want 
vo-réeeruit ald Bovernment services, particularly, you 
have got in the long tun to pay rates which are 
sufficiently attractive to get the high-grade labour 
from productive industry. That, of course, has been 
our government's difficulty at home. They started 
with this policy and the only place they could enforce 
it was in the government service ang it resulted in a 
great deal of unrest and injustice inevitably, unless 
and until the private industry is doing the same. 

COMMISSIONER MACKINTOSH: In speaking, Sir 
Dennis, about the possibilities of 4 wages and profits 
policy there is a bit of history to this in Great 
Britain in the terms of the Cohen Committee. 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER MACKINTOSH: And later in the 
"gaiding light,"and so on. Would you care to expound 
this to us? We know a little about it but we should 


like to know more. 


SIR DENNIS ROBERTSON: I should like to if 


Iam’ able to. I do not know quite how far to go back. 


If I can go-baek to 1957 -- 


COMMISSIONER MACKINTOSH: That does not seem 


too far. 


SIR DENNIS ROBERTSON: I go back to then 


partly because that was the first great credit squeeze 


Tea 
aqyt atetise § eettupes st bara ‘ astantians chew 


end ad don SE BluoW .tt ob Od CfEve! paw vsileacersq to 


.paemeb boe yloqne .wiow ¢s eoo1Tot L[sindse ond? 629 THE ia [4e 

fesgew sesdy- ‘saist od 

jaew voy If Antdd I :MOSTAHREOH elumad AIa ~~ 

yoy virsivolizeg .essivise teromars vox ifs $iudoe% od 

e%6 Adoidw estexr vsg od aut gaol sdf at tog ‘eved WY 

“wodel sbetg-deid edd fog od evidosatts yidastortiva | 

aged asd ,sexuoo Io .sedT uitenbat evitoubdag most ye 

bestisve yedT .oniod ge YoelvorTIIb e'dremnaisveyg wo 

g90701NS bluoo ysdt sosfg vino odd bas yotfog atds Attw jit 
8 Ni hbeilvueer ti Sas sofivise Irennrevoyg sit nt wew tt | 

eesinu ,yidstvivent softeautnt bre tesrns to Issb dsstg (yet 

.omea ent geatob ef yitenbar eteving sds Iida bas |e 

ai@  ,gnineegea ol !HOOTUTHOAM ARMOLECIMMOD ts 

etiteng bas zogew 6 to asttiltdteeog end Juode \, elnred Bit 

see1vp mi eft es yioteid to gid 6s el sxsd3- yoriog 

.sotiiomod dented edt To amist sft mr nietisd at: 

.29Y :MOeTAMEOH ecIUUMad Ale 

edt mi wetel boA :H@OTMINSAM HEWUOLSelMMOD 

bayogxe oF stso voy biIvow -10 08 Dbas*®, Sigil gatbicge | 

Dbipods sw gud ti Jwods eltszil 6 woanW oW fey og anit’ 

stom wond o¢ oNtr y 

If ot sail bluodea I :WOe@THASOH EIuvad ALS | 

-Nosd o3 o¢ 161 wod stiup wonwW ton ob I .ot oids ms + | 

~~ VeOl ot Nosed og nso I 2 } 

mese tom e90b tsdT :HeEOTMINOAM ARMOL ScIMMOO 

| -181 oof 

nodt ot ate8 0B Il :WOe@TAREOH @Luvad ALS | 


eseoupe Jibero vsee1s tentt ont asw teds deel 
e >i - or 


Nethercut &é Young on FL 53 sa 


Terente, Ontaric 


wiuich was effective entirely, and it happened to co- 
incide with the appointment of this little body under 
the chairmanship of Lord Justice Cohen, of which I 
Was @ member for a time, We produced a report which 
WaS spat upon by everybody, and m the whole we backed the 
Teechese ro ft measures as being necessary under the 
circumstances, and we expressed the hope that the effect 
of this curtailment of demana would work through onto 
the labour market and-take some of the steam out: ofthe 
cost push and the upward thrust of wages which was 
going.on, For the moment I think we were right in 
that in_.1958.a good. deal of the steam did fo out of 
this. push. But then that did not go on. In 1959 the 
government and the authorities thought they were safe 
in.opening out again a bit, but unfortunately I think 
they opened out a bit too far, 

if I am going to attribute blame I think it 
was partly due -- and this is hindsight -- to the 
budgetary policy that was too optimistic and then partly 
that our friends the bankers through various kinds of 
ways induced the public to spend money which they had 
not. got. The bankers and the government blamed one 
another over it, but anyway we got launched again in 
a great upward movement in 1959 and 1960 and had to do 
the thing over again with the 7 per cent bank rate in 
1961. It does seem that demand control can be 
effective up to a point, but as soon as we were 
back this push business started growing again so the 
government was determined at this time to introduce 


some kind of what they call a wages policy, and when Selwy 
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Lloyd became Chancellor of the Exchequer he announced 
his intention of Setting up a body which was going 

to try to control to a certain extent the course of 
investment in government industry and private industry, apd 
also to produce an income policy, He hoped that 

the trade unions would join this body and that we 

would get some kind of a concerted investment and 
srreome “DOLL y. The trade unions took many months 

to make up their minds whether they would come into 

this scheme and in the end they decided they would, 

and there was a strong and very excellent trade union 
representation on this new body, which is called the 
National Economic Development Council, but unfortunately 
the price of that was that this body must not consider 
wages. It can consider everything else under the 
sun, but it was quite clear that the trade unions 

were not going to allow it to consider wages. In any 
event, that body is pursuing its course. It has a 

good staff and is trying to get all kinds of information 
from different industries. I am sure it will do a lot 
of valuable work, but it does not look like being able 
to touch the wages policy. 

Only a few weeks ago the government announced 
there was to be another wheel. The National Economic 
Development Council was the fifth wheel but now we 
are to have a sixth as well and it WELT We called the 
National Incomes Commission. Nobody yet knows who 
is going to sit on that or what in the world they are 
going to do, but they have to take over this income 


policy which the National Economic Development Council 
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1 waS originally supposed to take over, but which it 

2 has been forbidden by the trade unions to touch. So, 
3 that is where we are at the moment, When 

4 I was finishing off this memorandum it just happened 

5 this new body was being set up, and I feel extremely 

6 uncertain now as to how all this is going to work out 

7 and whether it is possible to get this effective 

8 control over the general level of wages, because all 

9 problems remain, The only very hopeful thing that 

10 has happened is that the Trade Union Congress sees that 

11} the ball now looks like falling in their court and they have 


12 set themselves to study the matter and they are going around 


13 Europe to see what is going on in Sweden and Holland 


14 and other places, They have a very remarkable man 

15 now wno is general secretary, Mr. Woodcock, and possibly 
16 something in due course will happen, but what I do not 
17 know. I do not think our wages policy is yet <n a 

18 condition where one can recommend it to other countries 
19 as being something which is an obvious success. It 

20 is very experimental. 

21 COMMISSIONER MACKINTOSH: How do you feel 


22 about this idea of the government through consultation 


23 trying to establish a wages policy? Lundberg was 
24 very insistent that the Swedish government did not 


25 intervene in this. He put a great deal of stress on 


26 the highly sophisticated civil service, so to speak, 


27 which the trade unions themselves had. 
28 SIR DENNIS ROBERTSON: Yes. There is no 


29 doubt they are very different from Britain. They are 


30 much more centralised. 
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COMMISSIONER MACKINTOSH: On this continent a 
very frequent result of government intervention has 
been a kind of compromise concession. 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER MACKINTOSH: Rather than any 
kind of verdict on the fact of the case, 

SIR DENNIS ROBERTSON: Voss I do not envy 
the new body in England. They have a very difficult 
task. To me it is not quite clear whether they are 
going to be asked to settle individual wage questions. 

I think they are. The government is going to be pre- 
pared to refer particular disputes to them. We have 
already got the most elaborate system of arbitration 

in particular industries, and that is one of the 
difficulties, that arbitrators are very determined » that 
they will not be dictated to by government, and they 
heve been showing their independence of the govern- 

ment in the vast few months by giving awards in the 
government industries which is more than the govern- 
ment is quite prepared to pay. So that the new body 

has to discipline the arbitrators as well as disciplinin 
the employers and trade unions. It is not going to 

be an enviable job. 

COMMISSIONER LEMAN: Is it your conviction, 
Sir, that a proper monetary policy, coupled with a 
proper fiscal policy, ought to do the job, and that 
you need not end up with these six, seven and eight 
wheels? 

STR DENNIS ROBERTSON: I can say that was 


my hope when I was sitting on the Cohen Commission. I 
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felt that if the government and the banking system kept 
things on the right line the thing would work through 
onto the labour market. As I say, up to a point in 
1958 we were justified. If Somebody says, "Well, that 
is all right for the moment but when the thing bounced 
back again you had the old Situation appearing, that 
aS s00n aS you got the production index moving up a 
bit and everybody cheered up a bit, you had the wage 
push again." -- in answer to that I would say I am 
afraid it was so. 

THE CHAIRMAN: To what extent is the govern- 
ment employment of personnel responsible for the wage 
push? You have mentioned that before and pointed out 
that there is no increase in productivity in ordinary 
government employment. 

SIR DENNIS ROBERTSON: There cannot be, in 
a sense. Your measures are very artificial. 

THE CHAIRMAN: So that government employment 
has a tendency to increase and it is now on a very 
large scale. How much would you attribute to govern- 
ment employment alone aS a cause of this? 

SIR DENNIS ROBERTSON: I do not think it 
would be very much, for I think hitherto in England 
the rule has been that the government scale has got 
to be comparable to the nearest kind of analogous work 
in private industry, and when the government was 
relatively small that, of course, was a good rule and 
I think it is still the right rule; that is 


workable. 


that the government has got to pay rates which 


to say, 


will attract the requisite kind of labour which is not 
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only clerical labour but all kinds of semi-scientific 
labour. It has got to be able to recruit and you 
cannot go on with what we have had the last year, the 
government using its power as an employer to keep the 
government rates down below the rates obtainable for 
comparable work in private industry. The government 
would simply cease to be able to recruit in that case 
in the end. 

THE CHAIRMAN: Yes, but then 
the productivity of the government employee does not 
increase very much. 

SIR DENNIS ROBERTSON: No. 

THE CHAIRMAN: He is doing exactly 
the same work as he was doing before the increase of 
wages, whereas the employee in industry is’ in a 
qdifferent position. 

SiR DENNIS ROBERTS O! He is in a different 


position, not necessarily through any merit of his 
THE CHAIRMAN: Oh, no, no. 


SIR DENNIS ROBERTSON: -- but through the 
advantage of technological and capital equipment. 

THE CHAIRMAN: If the average, as you have 
suggested it should be, is an average over the 
whole rather than an increase in the more productive 
industries alone, that might solve the problem. 

STR DENNIS ROBERTSON: That would perhaps 


solve the problem if you could make it effective. 


COMMISSIONER LEMAN: You cannot force all 
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government employees to wear cassocks. 

COMMISSIONER BROWN: Sir Dennis, I wonder if 
we might change the direction of the discussion a little 
bit and get back to some of the techniques of monetary 
policy. 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER BROWN: I should like to get 
your impressions on bank rate and the different 

ways ini which it is effective. I rather gathered 
that you are not entirely happy with the rigidities 
that exist in the English system? 

SIR DENNIS ROBERTSON: Yes, I think they 
may be too rigid; that is to say, there are all sorts 
of reasons now why the central bank may want to operate 
a bank rate, largely international reasons, and it may 
be rather a nuisance, and the advance rate, and so 
on, is linked so rigidly to the bank rate. I think 
there has to be some connection between all. these short 
rates. Clearly they must broadly be in the same 
direction, but I think possibly this very rigid rule 
by which the advance rate is one per cent above the 
bank rate, or whatever it is, and the deposit rate 
is 2 per cent below, and all that, has 
become a bit too rigid in England. 

I stuck my neck out a bit about the Canadian 
rate, which frankly I do not understand. It seems 
to the outsider, even now that it has been altered, 


torbesrather queer, «this arrangement by which for the 


market, though not for the bank, the effective bank rate 
. a 


is automatically governed by last week's treasury bill 


} r a ' 4 

_ J 5 - 7 : “a ie a 

ae > ane A - =a Y By = wi PA es ee 
1% : = a er ~MN a PB 2 aaa 

‘i a - % i - ¢ ae be 

A dy 


7 ‘id ; : eo. be Sa . ok 
. Vs «4% ; 7 
“I .2¥008889 TSeW of, esoyolgms: an 


ti vebaow I .etnmed si8 :AWOHE aaa ead 


yistedom to ape eat Io emo of Nosd tea, bas wees 
YetLtog | 

-209Y ‘:MOCTHIAOR SIMMEC AIR 
tsg ot eNif bivode I 2AWOHE AAMOLSeSlIMMOD 
Srerstiib sddt bers ste x Wasd ao sdofeasrqmt tox 
beverldes sedis r I. ‘'.evidseite et tt dotdw malt ayew 
aeldiibigia edd dédiw yqqed yleatine ton ers voy Teds 
fmetaye detisnd edt alt veixe Jedy 
yods woindt I .,eesY :WMOeTHREOA SIuvad ALS 
avroa [ls sis saedt .yse ot ai tendt ibitgta oot od yem 
eterego ot tasw bit Wasd L[eutnso sdt ydw won enoasst to 
ys vf bas ,edoasss [saokisnredal ylearsl .ster Aasd 6 
o2 bas .,otey sonsvis ont bos ,sonsetun s tedtenr sd 
Aaid? I -sie% Nasd od ot ylbigixu.o8 bowatl al ao 
trode. seedt [fs moowted moftoennos smoe od ot esd s19dt 
smse sdt mi sd ylbsord tseaum yedt yfaseld .eoter 
elu Hbtgia yiev eidd yldleeog watdd I tud .mottosrtb 
edd svods tag0 19¢q emo et stex sonevbs ont dotelw vd 
eter tisogsbh edt bas .ei ti tevetedw a0 -,.9tsr Ansd 
esi ,dsdt Ifs Bae ,woled taas 19q S$ af 


»basigna mi btgia oot tid s smoosd 


asibenso sit dvods gid 6 tuo Noom yu. Moute I . 
emsse gL -Oisteayebau ton ob I Yooinszt Adoicdw STB 
.be1esi6 ased ast Si tedd won neve ~1sblesuo eng og 

sd3 sot doidw yd taonegnsite elit .1resup rsdée1 ed ot 


| etst aAasd evitostis edt ,Ansd edt tot ton ae That « past 
Lite Yasegord, etoleew desl. PAP SARE KOR x ee 6 eb 


Vane ee. |. oa J is 


Nethercut & Young - 5160 - 


Terento, Ontario 


rate, I may be quite wrong about that. If it works 
€@ll right it works! I should have thought that it 
would be desirable the bank rate be a bit more of a 
ares and definitely fixable by the central bank 

at its own judgment for all purposes, As I understand 
the new plan it is that it is fixable by the central 
bank with regard to the rate charged to the chartered 
banks but is still on this automatic basis for the 

rate charged to the market. Is that right? 

COMMISSIONER MACKINTOSH: Yes. 

COMMISSIONER BROWN: Yes. 

SIR DENNIS ROBERTSON: I must not ask you 
questions, I know, but -- 

COMMISSIONER MACKINTOSH: As I understand it, 
in London the clearing banks come into the Bank of 
England through the bill market. 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER MACKINTOSH: With the bill broker 
as the intermediary? 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER MACKINTOSH: So that in leaving 
the flexible rate for the money market they have 
not left a channel through which the banks can come 
into the central bank? 

SIR DENNIS ROBERTSON: No. 

COMMISSIONER MACKINTOSH: I should think they 
are properly influenced by the fact they have been 
nursing a money market? 

SIR DENNIS ROBERTSON: Yes. 


COMMISSIONER MACKINTOSH: To try and establish 


ee, Ck ee ; 
om” ; Dae o ; 
_¢ 5 7 ba oOafe = . pe wink ) 
hy.’ “4 a 7 i 
, = 


attow ti 22 tend duods sa0mw e8tup sci yom Toy ceden | 
tt gedt tdguodt eved blyode DD ‘awtow tt Sdgta La 

S to siom tid 6 od stent Naed eAt efderteasb sacnaume le 

Ansd Lexseso sat = ofdextl yletinktsk bas cae fa 
Dastersbay I eA -eseogivg Ifs tot sasmgbut awo atits | 
fsataso sdt yd sidsext? at SE dedt ef sh Aelq won sds 
berstieto edt o¢ heagrsdo ater sit o¢ bresey dttw waned 
edi aot aelesd oidsmotus eidd mo {litte ebotud exned 
Tidats gedd eT -JoNtem odd of beyrsnd « ster 

2a9¥Y ¢HeOTUIASAM ASMOLecIMMOO 

-29¥Y  s;AWOHE ASMOL22LMMOdD 

uoy Has tom tdaeum lL :WOeTHAEGor SIMMad Ale 

-- gud ,womwd I .anoitasup 

th bastaxsbeuv I ef +HOTUIMOAM ABMOTe@eLMMOD 
to NaeG ocd otmi smoo exasd antausesflo add aobaodent 
Jedism Iltd sdt davorwds basisad 

-29¥ :MOSTHASOR ALAMAG ALe 

aisndoxd [itd ect dAtiW +sHEOTWUIADAM AGMOLESIMMOD 
fyisibemretat odt es 

-29Y :MO@THHEOH @IMAad Ale 

anivesi al gedit o&8 sHQOTUINOAM AMMOLeeIMMOD 
ever yesds ¢oendrest venom oft rod stea eldixelft sat | 
emoo aso eNmsa ond dotdw-Axyuords Isaaqsdo ¢ tefl ton 
Sxaed C[sitaso edd otal 

«Of sWOe@PAHREGOR SIUMEd ALe 

yeds wmidd bivode I +H@0TMLMOAM ANMOTeerMMOD 
mesd eved yscds gost eit yd bsorneuliank ylrsqorg eas 
TisNism yenom s agnieqa 


os -e9Y :WO2TAAMOA Gluuaa Ale - . tessa 


|\ieiidsves bae ee) oT. s HEOTUINOAM AIMOLESEMMOD oooh 6 a 
ay ro ar ° i - re 


Nethercut & Young =~ 5161 ad 


Terente, Ontario 


SIR DENNIS ROBERTSON: Yes. It is obviously 


a very technical point that one outside cannot really 


judge. 
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What I think is important is that it should be 
recognized that the central bank can and should, up 
to a point, control the rates of interest, not 
only in the short range but in the long range; 
that it cannot plead an alibi. “‘It°has 26t t6>Be 
careful to fix rates which are not out of harmony 
with the underlying conditions in either the short 
market or the long, but I have noticed some suggestion in 
the literature that seemed to me to be a heresy, 
that the central bank was not really concerned with 
money rates but only with the Supply of money. I 
think it is inevitably concerned with the rates, 
and must take responsibility for fixing them. 
COMMISSIONER MACKINTOSH: I can see no other 
way by which they can regulate things short of formal 
rationing. 
SIR DENNIS ROBERTSON: I agree. 
COMMISSIONER BROWN: Is there possibly 
a Slight difference in the effectiveness of the 
bank here, in the sense that the Bank of Canada 
also enters the bill auction, which is something 
the Bank of England does not do. It is dealing 
with bills during the week, and actually enters 
into it on the auction day. 
SIR DENNIS ROBERTSON: Yes. 
COMMISSIONER BROWN: Does this change 
the picture for you at all, or had you been taking 


that into consideration? 


SIR DENNIS ROBERTSON: I think I did know 


that. I thought it would be better to have a single 
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published rate applied to everybody, but I would 
not press it at all, 

COMMISSIONER BROWN: In that connection 
I am sure we would all like to have your thoughts 
on whether it is effective as an Operative rate 
even though it is operating in only a small part 
of the market directly, or whether it is effective 
in the sense of having a psychological effect? 

SIR DENNIS ROBERTSON: I thought it would 
have more of a psychological effect if it was 
definitely decided and announced by the central 
bank, instead of there being a mechanical calculation 
on the last week's average. If you wanted to have 
a psychological effect then I think it ought to 
stand out as something which the bank has decided 
after considering all the circumstances, 

COMMISSIONER BROWN: When it was operating 
as a floating rate it was operating on a fixed 
differential of a quarter of one per cent in yield. 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER BROWN: What would be your 
thoughts if it was still a floating rate but that 
the bank had power to change, and did change, that 
differential from tine to time? For example, 
supposing it announced that instead of there being 
a 0.25 per cent differential in yield the differential 
would now be 0.75? 

SIR DENNIS ROBERTSON: That would be 
another way of doing it, but it seems rather complicated, 


COMMISSIONER LEMAN: Mr. Brown, I would 
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tike to ask Sir Dennis a question before you leave 
SHis: point, .if you are about to leave Lt, 

COMMISSIONER BROWN: Please go ahead. 

COMMISSIONER LEMAN: TI was wondering, 
Sir Dennis, if you have some ideas of the means 
that could used in England to reduce this Pigtarry 
in these differentials, and which you feel is 
a little unfortunate, 

SIR DENNIS ROBERTSON: I do not know. 
It is awfully convenient that everybody does the 
Same thing at the same moment. 

COMMISSIONER LEMAN: You have not thought 
of any tricks? | 

SIR DENNIS ROBERTSON: I have not 

thought of any tricks, no, 

COMMISSIONER MACKINTOSH: Perhaps you 
adopted a non-decimal system to destroy the percentage. 

SIR DENNIS ROBERTSON: Yes. It may be, of 
course, that all this business of the bank rate 
being a symbol is a bit out of date. In 
a sense it all dates back to the time when the 
Bank of England would not speak to anybody. It 
was in an ivory tower, and nobody dare go near it, 
and the only way it could communicate was by this 
curious system of flashes. That has now long ceased 


to be the case. It is explaining all the time 


what it is trying to do. 
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Sut now and again you are afraid people 
might think: "This is a green light", and it is 
not really green at all, and by the time you 
have explained it away people are more muddled 
than they were before, 

COMMISSIONER BROWN: That ties in with 
a question I was going to ask on this, and that is: 
Is it more effective in one Oleection shan the 
other, and to what extent is the bank, in announcing 
its rates, inhibited on the downside? In other 
words, Suppose the rate goes from 5S pernicent 
to 7 per cent, and then at 7 per cent it has its 
effect and the bank wants to ease mp taHol bt the ybit 
without making it too obvious --- 

SIR DENNIS ROBERTSON: Yes, that is 
where the difficulty does begin, I think. You 
go down to 6 per cent, but you say: "You must not 
Chink .everything is all clear". That is all wigei, 
but you have got to explain that. I mean, this 
System of flashes does not work unless there is 
somebody there to tell you what the flashes mean, 

COMMISSIONER BROWN: Now, if the bank 
rate is used to operate on the long-term future 
of the economy then to what extent is it used, 
and does this mean that changes should be made only 
infrequently? 

SIR DENNIS ROBERTSON: No, I think they 
should be made fairly frequently. It ought not 
to be such an event when the bank rate goes up 


or down a half point, or whatever it is. 
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COMMISSIONER BROWN: In other words 
a little but more frequently rather than these 
drastic moves ? 

SIR DENNIS ROBERTSON: Yes, in the hope 
that you will not have to make the drastic moves, 
bUt-T think it is important to make them if they 
Ought to be made. As TI have Said, I think the 
Bank of England on the whole was too slow in 
making them rather than too quick in the 50's, 

COMMISSIONER GIBSON: With respect.-te 
the question of the bank rate being a Signal, Sir 
Dennis, is there not a danger in having the Signals 
taken too Seriously and making them too clear? 

The market results from people having different 
views, and if everybody moves in the same direction 
whenever there is a signal’ ---+ 

SIR DENNIS ROBERTSON: Then you may get 
a landslide? 

COMMISSIONER GIBSON: Yes, and perhaps 
defeat the very purpose you had in mind which was 
a gradual change and not a too abrupt one, and so 
on. 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER GIBSON: We have heard much 
difference of opinion as to whether the signals 
Should be very clear or not, because Feiss 
are very clear there will be much more confidence 
that the purpose of the signal will be realized. 


THE CHAIRMAN: Perhaps you need something 


in the nature of a Delphic oracle. 
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SIR DENNIS ROBERTSON: It is awfully 
difficult. I think on the whole the modern tendency 
of the Bank of England to explain itself is very 
good. I think the late Governor was very good 
about telling us a bit more of what was in his 
mind. 

COMMISSIONER BROWN: Is the important thing 
with changes in the bank rate the change in the 
cost of money? 

SIR DENNIS ROBERTSON: For some people 
I believe that is still important. For other people -- 
the old MacMillan Committee that sat years ago 
had a Bimass about that which proved to be a good 
one, and it was to the effect that what starts 
as being an alteration in the cost of money ends 
up by creating an alteration in the demand for 
money. There are some who are not directly affected 
by the cost, but who are affected by the changes 
in demand from people who were affected by the 


COST. 


THE CHALRMAN: That was the MacMillan 


Committee in England? 

SIR DENNIS ROBERTSON: Yes, in 1931. 
I should have thought that was still true. Even 
borrowers who were not themselves affected by the 
cost would feel the draught from people who were 
affected by the cost. 

COMMISSIONER BROWN* Do you regard the 
bank rate as being more important in its effect 


on the short-term rate, or in its rippling effect 
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that it causes on the long-term rate? 

SIR DENNIS ROBERTSON: Mainly on the 
short-term rates, but I think -- in this I agree 
with the Radcliffe Committee -- that the central 
bank has got to take some sort of a view in the 
long-term rates as well and not be afraid to try 
to influence them. 

COMMISSIONER MACKINTOSH: You agree with 
that? 

SIR DENNIS ROBERTSON: Yes, IL agree with 
that... I think in the old days it was said that the 
bank was only concerned with the short-term market, 
and so on, but now with the immense volume of outstanding 
government debt, and so on, it is inevitably in the 
market, and in the long market as well as in the 
short market. It cannot get out of it. 

COMMISSIONER BROWN: In other words, 

tS open market operations should be right through 
the spectrum. 

SIR DENNIS ROBERTSON: Yes; I think so. 

I ,see,neo,certain gain in;confining .it. to,.the..short.. 

COMMISSIONER BROWN: Those are all the 
Questions I have on the bank rates. If the other 
members of the Commission have no further 
questions I would like to ask you if you would care 
to elaborate on the suggestion that you made that 
you had some thoughts on the possible control of 
consumer purchasing -- hire-purchase? 

SIR DENNIS ROBERTSON: Well, I think it 


is a weapon which under modern conditions monetary 
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authorities cannnot do without altogether, How 
farcit is a weapon for them, and how far it should 
be exercised as a Weapon by some other organ of 
sovernment, I do not know. Jf think that probably 
varies from country to country. 

In England it is partly administered by 
the Board of Trade -- the terms of hire-purchase -- 
and that seems to have worked all right as long 
as the central bank and the Board of Trade are working 
in harmony, but whether there is any particular 
advantage in that, or whether it Should be the 
responsibility of the central bank entirely,’ “I ‘have 
no views. But, I think it is such an important element 
in the whole situation now that it must be ene of 
the things that the government in the broad sense 
iS prepared to operate on. I think it is not at 
all easy. It is easy to shoot beyond the mark with 
it, and the industries that are affected by it do 
not--Fike Et at ‘all. 

COMMISSIONER BROWN: Part of the problem 
here in that respect is that there are corporations 
borrowing in that field which are not dependent 
upon the Canadian banking system for their resources, 

SIR DENNIS ROBERTSON: Yes. Are they not 
dependent at all, or only partially dependent? 

COMMISSIONER BROWN: There areeertean 
Subsidiaries of American concerns « 

SIR DENNIS ROBERTSON: Yes, 


COMMISSIONER BROWN: Does this enter into 


the picture at all in England? 
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SIR DENNIS ROBERTSON: The banking sj} stem went 

into the hire-purchase field in 1959 when it got free 

we a bitetoo.,much, I think, but in some cases they 
were quite successful, I should have thought 
Whether they were independent of the banks or not 
this was a reasonable weapon of control. I am 
thinking in terms of the length of the period and 
the proportion of down-payment, and so on. I think 
it is a weapon that governments have got to learn 
to handle, even, if it is a very awkward one. 

COMMISSIONER BROWN: . It would have. to be 
done through the medium of specific controls on 
their operations? 

SIR DENNIS ROBERTSON: I think you would 
probably want both things -- both a power of 
directing the banks to go light on their loans 
to, hire-purchase companies, and also specific 
directives about the nature of agreements. 

COMMISSIONER LEMAN: I am sorry for having 
to go back to the previous subject, Mr. Brown, 
but there is still one question I would like Sir 
Dennis's views on. In this country there has been 
an argument made that if the monetary authority 
played with the long rate too easily and the least 
bit violently they would destroy the confidence of 
investors in long-term government bonds. 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER LEMAN: I think we have been 


told there is a bit of feeling in the United States 
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that for that same reason they would go very lightly 
on affecting the long rates directly. Do you have 
views on the validity of this argument? 

SIR DENNIS ROBERTSON: I think I said 
before that our authorities were too much afraid 
of that in the 40's and 50's; that they would have 
done better to edge the long rate up more than they 
did. They were terribly afraid of destroying the 
market for government bonds, and I expect I should 
again disagree respectfully with Lord Cobbold over 
that. I know that he was very cautious of the 
dangers of destroying the market if the central 
bank tried to be too active in its bond dealings, 
but I would have thought that since then they have 
got it pretty well right in England. They have 
kept the long-term rate up; it has never been allowed 
to go down to what it was before in the early post-war 
period, but at the same time I think they were quite 
right in operating in the direction of lowering 
it a bit in the last year or so, and that they are 
in harmony with the real underlying situation there, 
It is partly because the inflationary danger has 
become less that it has been possible to 
get the long-range rate down a bit without doing 
violence to the whole position, | | | 

COMMISSIONER LEMAN: Are long-term government 
bonds in England held by a lot of very unsophisticated 
investors as they are in North America? 


SIR DENNIS ROBERTSON: Yes, some of them 


are. 
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COMMISSIONER GIBSON: Is your view, 
Sir Dennis, that the central bank should intervene 
at various levels of the Security market, based 
on the thought that it is an imperfect ‘sort’ of 
a market and it needs to be nudged right across 
the whole range of maturities? 

SIR DENNIS ROBERTSON: Yes, 

COMMISSIONER GIBSON: The theory of the 
other approach is‘--- 

SIR DENNIS ROBERTSON: --- that if you 
operate one end it will gradually work itself out. 

COMMISSIONER GIBSON: Yes. 

SIR DENNIS ROBERTSON: I should have thought 
it was’? too imperfect for that? -that ft was reasonable 
LOo-operave all through 17: 

COMMISSIONER GIBSON: As a general principle 
and not just at certain times when you have a much 
Stronger reason for intervening at the long end, 

Such as a capital investment boom? 

SIR DENNIS ROBERTSON: I think it is more 
important then, certainly. 

COMMISSIONER GIBSON: And aside from 
changing the bank rate and open market operations 
controlling the supply of money, would you care to - 
comment on the question of reserve requirements -= 


cash reserves and secondary reserves? 
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SIR DENNIS ROBERTSON: I ue 
you have got to be prepared to have all sorts of 
different instruments. I do not very much like the 
present thing we have in England, che more or 
less compulsory impounding of bank deposits, 
but I am not prepared to Say you can do without it 
altogether. 

THE CHAIRMAN: Is there any effective 
Substitute for that kind of control? Is it possible 
to visualize doing without that control entirely? 

SIR DENNIS ROBERTSON: I should have thought 
it not possible now to do without it. 

THE CHAIRMAN: But it might be considered 
rather, from time to time, whether the 8% is the 
right figure. Would there be that possibility? 

SIR DENNIS ROBERTSON: I suppose there is 
that possibility, or you could take that one for 
granted and consider more monkeying about with 
the optional 15 per cent of more liquid assets, 
which is really now the more important of the two 
hene,.ie- iG not? It is certainly in England 
now. The 30 per cent of liquid assets in 


England is more important than the 8 per cent, 


or whatever it is, of cash. 
COMMISSIONER MACKINTOSH: You spoke of the 


impounding of reserves. There is a variant of that by 


which limits are set on commercial bank loans 


and investments, or deposits, and an excess over 


that has to be deposited. 
STR DENNIS ROBERTSON: Yes, it comes to much 
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She same thing in. the end. I would not have any 
view, really; it depends so much on the particular 
thing. What I am not clear about is how far your 
lending system is an overdraft system, like the 
Bracvisn, sla a far it is a loan system, like the 
United ieee. I think our system is very awkward, 
this business of overdraft limits, because it 

means that when the central bank wants to tighten 
up the individual banks are powerless for a bit, as 
long as they have given these large overdraft limits. 

COMMISSIONER MACKINTOSH: Our situation 
seems to be we did not have overdrafts, but now the 
banks have issued a statement they will refuse to 
have overdrafts in the future, 

SIR DENNIS ROBERTSON: Oh! 

COMMISSIONER GIBSON: I think the system 
is basically similar in respect to the fact that lending 
limits are set up, and they are only partly used up. 
At the present time their authorizations under lending 
limits are almost twice their actual loans. It is 
something of that order. 

SIR DENNIS ROBERTSON: I Suppose that is 
very much like the British system. It does make 
it rather unresponsive, does it not? 

COMMISSIONER BROWN: You mentioned the use 
of moral suasion -- I am not sure you used that 
expression -- as a technique in bank control or 


bank co-operation. There are some questions about 


its use in the sense that I think some of the people 


who are made subject to moral suasion feel that 
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what they are asked to do Should be done more 
openly and subject to Specific authority. 

SIR DENNIS ROBERTSON: Yes, I think you 
can have too much, My expression for it is 
"ear-stroking", I-used to have something to do 
with mules, and I was always told that with a donkey 
there are two things you can useyca,stick or 4 
carrot. My expert8 used to tell me there is a third 
way of managing a mule; that is to stroke its 
ears, and then it will do anything you want it to. 
The Bank of England is a champion ear-stroker, getting 
people to do what it wants without a stick or 
carrot. But as you say, you can have too much of 
it, because the good boys do what you ask them to 
do and the bad boys do not, and it seems a bas 
unfair. However, you must have some of it, undoubtedly. 

COMMISSIONER LEMAN: Mr. Chairman, if 
I could then turn to a slightly different realm 
of thought, namely the international aspects of 
these problems and, more specifically, those of 
balance of payments, et cetera. 

Sir Dennis, I note in your memorandum 
that you seem to concede that the floating rate of 
exchange that Canada used in the 50's, for the 
decade 1950-1960, to quote your words, "probably 
did no harm to Canada or anyone else.” But do 
you feel this is true only or mostly because 
during that period the forces were towards a hard 
Canadian dollar and that if the forces had been 


different it would have done harm to others or 
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itself? 


SIR DENNIS ROBERTSON: T do not think 
it would have done much harm to anybody else. 

I think that between the biggest currencies of the 
world, the dollar and the pound. sterling,.it is 
not a workable arrangement. I think you must have 
a fixed rate between them. However... L.. think. that 
other countries can use this variable rate system 
without probably doing much damage to themselves 
Or anyone else, 

COMMISSIONER LEMAN; This is a rather 
large subject to talk on now, and it has been suggested 
to me that perhaps we ought to come back to it 
later and go through it a little more thoroughly 
then, 

THE CHAIRMAN: I think that if we adjourn 
now and resume at 2: o'clock it will give you an 
opportunity to relax for a while, before we get 
into this rather involved topic. We shall adjourn 
uAtd 1. ofelock. 


--- Luncheon adjournment. 
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THE CHAIRMAN: We shall now resume.» Mr. 
Brown has a question, 

COMMISSIONER BROWN: Sir Dennis, in discussing 
credit squeezes you mention on page 28 that you still 
believe they "can be made to bite over a sufficient 
range to be very effective," and then you mention, 
"though they may take rather longer to operate and 
may require to be furnished with more varied teeth 
than used to be supposed ..." 

Would you care to discuss at all the 
lags that develop in them and any Suggestions you 
might have about larger and better "teeth"? 

SIR DENNIS ROBERTSON: Well, I think we 
have discussed some of the other "teeth" which are 
the things like directives, the Bank not relydzre 
solely on the interest rate, but also giving directives 
to the bank as to thedirections in which they are 
asked to cut down their loan, and also this business 
of immobilizing some of the resources of the banks 
by special calls or special deposits. That -is what 
I had in mind about "more varied teeth." We do not 
seem to be able to rely on movements of the rate 
alone. 

As regards length of time, I do not know 
that one can hope to quicken the thing up any more, 
We were discussing some of the reasons earlier, under 
the English system, this business of the unused 


overdraft margins. Until the customers of the bank 


have run through their unused margins they are pretty 
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well impervious to the attempts to cut down; and 
one has to recognize that this pressure will be 
rather slower and less automatic than one would 
like to hope. 

COMMISSIONER BROWN: How about the effects 
on the concept of liquidity which Ls, of course, a 
Subjective evaluation? 

SIR DENNIS ROBERTSON: That is all part 
of the same story, ina way, in that for a time people 
Will react against this pressure on the banks by 
going to other lenders, and unless and until the 
pressure has been kept up for some time it will not 
really work through on to the other lenders. 

COMMISSIONER BROWN: How about the effects 
of perverse reactions? In other words,when there 
is a modest move and some people think it foreshadows 
a greater move later on, will this speed up the 
borrowing some people go into? 

SIR DENNIS ROBERTSON: I should not have 
thought it was awfully likely. I suppose that for 
a time you might have, for a short time, a perverse 
reaction, but when people find a pressure has been 
maintained they will believe 't in the end. 

T find that se-many of tne ePrrvicw or 
the Bank's action over the squeeze in England in 


1957 seemed to be arguing it was ineffective and 


that it was very damaging. Perhaps they wanted it 
both ways, because if it was as ineffective as they 


said it was, it could not have been as damaging 


as they said. 
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COMMISSIONER MACKINTOSH: I do not know 
Whether you, Sir Dennis, would be willing to express 
a judgment, but we have talked about various 
instruments, the conventional ones, bank rate and 
sO on, and some newer and less tried ones. Instead 
of trying a limited range and finding they do not 
work, and then later amending the act and trying 
a more experimental one; do you think it would be 
Sense to give a central bank the widest array of 
tools possible so that it could use its judgment 
and experiment rather than repair the list only 
after failure? 

SIR DENNIS ROBERTSON; Yes, I think I would 
take advantage of the experience of other central 
banks that have gradually had to introduce measures 
one after the other. 

COMMISSIONER MACKINTOSH: Even though you 
are “pretty uncertain? 

SIR DENNIS ROBERTSON: I would give it 
a good deal of power and alternatives, hoping it 
will be wise enough not to use them unnecessarily 
and not to be continually fussing and interfering 


Sout need not. 


COMMISSIONER GIBSON: Sir Dennis, my question 
goes back to the Bank of England's part in the long- 
term market. 

SIR DENNIS ROBERTSON: Yes? 

COMMLSSIONER GIBSON: I got the impression 
from what you said this morning that you felt the 


long-term interest rate had been kept at a rather 
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artificially low level in the carly post-war period. 
SIR DENNIS ROBERTSON: That was my feeling. 
COMMISSIONER GIBSON: Is that the Bank 
of England? 
SIR DENNIS ROBERTSON: I think it was 
everybody at the beginning. I do not want to 
get involved in politics more than I need te, of 
course, but Chancellor Dalton was famous for trying 
to get a low long-term rate of interest established, 
and ‘he failed, However, I think it is true that 
all over the world bankers and political people alixe 
were trying to carry on with the war-time policy 
of sitting on the head of the rate of interest 
for longer than it was sensible. There again, you 
have to do the best you can in the circumstances, 
and it would not have done, immediately that peace 
Was restored, to allow free trade in the capital 
market, any more than in some of the other markets, 
You would have rocketed rates of interest owing 


to the capital shortage. 
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it was inevitable for the time being that there should 
be control, but I think that everywhere, including 
this country as far as I understand it, the attempt 
to keep the level of interest down kept on too long 
and you got. that. situation only gradually righting itself 
In England the authorities, whoever they 
were, either the treasury or the Bank or both: or 
the government, were a bit slow in recognizing that a 
change had come over the whole set of the capital 
Markey aS compared with the 1930's when there were very 
low rates. 
COMMISSIONER GIBSON: Later on I have the 
impression that you thought the Bank of England 
had tended to keep out of the long end of the 
bond. market and had confined itself perhaps. a. little 
too much to the bills preferable or, the short teum 
ers 
SIR DENNIS ROBERTSON: «LI think I feel that. Bat 
Somewhere about 1957, I suppose,it does seem to me that 
the central authorities changed their practice a bit 
and became more willing to see the.long rate go up, 
and were not in any great hurry, when there were 
rather slumped conditions in 1957 and 1958, quite 
rightly were not in any hurry to let the rate of 
interest go down, but to keep it on a fairly high 
general level, but I think since then they have been 


willing to see it go down. In fact, they helped it 


a bit to go down and I think they have been justified 
as I think that conditions have changed; there is 


not the same acute shortage of capital which there was 
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& few years ago although there is Still, looking at 


the world as a whole, a great pressure and demand on 
capital, but yet at the moment the pressure is less 
than it has been in the near past. 

COMMISSIONER GIBSON: Is it your view that 
the authorities or the Bank of England should not 
take the position in the longer end unless they have 
Yairly definite ideas on which way the basie trend in 


the market ought to be? 


10 SIR DENNIS ROBERTSON: I should have thought 

11] they ought to have an idea what the basic conditions 

12 were, and if they intervened that they should make 

13] sure they are in harmony with the underlying basic 

141 conditions even if they are against the immediate 

15 market conditions. 

a I can't take the line that the long term 

17 rate of interest is an outside non-monetary matter 

18 which has nothing to do with the monetary authorities. 

19 I think that is an impossible line in England, at 

20 any rate, and I would have thought here, too. 
COMMISSIONER GIBSON: But you feel you ought 

22!) to assume the basic forces and try and keep in touch 

231 with what the market would produce, but not that they 

24! should change the rate in a way which would suit 

25 their purposes at the time. What I am trying to Bet 

26} at is their sort of philosophy in this. 

27 

28 SIR DENNIS ROBERTSON: I think it has 

29 got to be recognized that keeping the rates favourable 


Bed terdithe government to borrow, and so on, keeping down the 
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cost of government borrowing is a secondary thing; it 
is good as far as you can do it, but the central bank 
ought not to sacrifice its responsibilities for monetary 
control to its perfectly natural desire to keep borrowing 
Smooth for the government. I think that is an important 
point. Iocan only say that you ought to look at the 
real underlying conditions of demand and supply of 
long-term capital and let the rate vary only within 
limits which are in harmony with that general underlying 
position. foam sorry to be very vVague\}--but “LE thank 
ali these things are, 

COMMISSIONER GIBSON: Thank you. 

THE CHAIRMAN: On page 33 ‘ofmtyour brter —— 
actually, the passage starts on page 32 -- you argue 
that in periods of deflation a fiscal policy should come 
to the aid of monetary policy? 

SIR DENNIS ROBERTSON: Yes. 

THE CHAIRMAN: Through increases in govern- 
ment expenditure rather than reduction of taxes? 

SIR DENNIS ROBERTSON: I should say either. 
Both are legitimate. I think I point out that in the 
old days it would have been thought rather shocking just to 
do things by reduction of taxation and we thought we 
ought to have something to show what use was made of it 
in the way of public works, but that has rather gone 
by the board, apparently. 

THE CHAIRMAN: Then, when you deal with the 
control of inflation -- and this is at page 30 -- you 
that fiscal authority should embrace 


Suggest in fact 


reductions in expenditure and this does imply that taxes 
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Should also be raised, 


SIR DENNIS ROBERTSON: Yes, it implies 
you may require to raise the taxatipn rates. As I 
pointed out, there is a certain amount of automatic 
compensation which takes place through a given rate 
of taxation bringing in a higher revenue and the 
expenditure on unemployment benefits, and so on, 
declining, but I think the automatic compensatory 
action may not be enough and it ought to be possible 
to move rates of taxation, direct or indirect, upward 
or downward, according to the circumstances. 

THE CHAIRMAN: Then, there is just one other 
question. The footnote to page 31 suggests that 
frequent changes in taxation policy would damage 
taxation policy. 

SIR DENNIS ROBERTSON: I am arguing the 
other way around here. iithink ift tsecallaatmetter 
of keeping balance, and I think that fiseal policy ought 
to play its part, but I think on the part of monetary 
experts -- including central bankers -- there is 
sometimes a tendency to expect the taxation system to 
carry a bigger load than it is suitable for because, 


asiIvsay, I think there are limits to what you can do in 


this direction purely from the point of view of preserving 


economic stability. 


Your taxation system serves other purposes, 


such as acting fairly between different classes and 


encouraging or discouraging productive enterprises, 


so you cannot assume you can do everything you would lik 


altering the taxes; 
to ensure stability merely by a 
at taxation system has too many other jobs as well. 
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COMMISSIONER MACKINTOSH: It is something more 
than an instrument in compensatory finance. 

SIR DENNIS ROBERTSON: Yes, it has other 
functions as well. 

THE CHAIRMAN: And if taxes were raised and 
lowered in more or less an erratic manner? 

SIR DENNIS ROBERTSON: It would be very 
disturbing to the tax-paying habit: this is a very 
rare and precious one! 

COMMISSIONER MACKINTOSH: Not as rare as it 
was! 

Could I ask a related question; assuming 
that tax reduction has been chosen, do you expect 
this to have its main effect on consumption expenditures 
or might it act equally on investment? 

SIR DENNIS ROBERTSON: It might act on both, 
I suppose; I suppose if you want it to act on invest- 
ment expenditures it is better to have this system 
of mobile investment allowances, and there again the 
Swedes have got something, haven't they, some kind 
of voluntary investment reserve? That is what I 
understood. 

COMMISSIONER MACKINTOSH: And for which they 
pay very handsomely in taxes. 

SIR DENNIS ROBERTSON: Yes, in tax relief. 
I think that these things are worth looking into. 

THE CHAIRMAN: We will now go on to the 


next subject. 


COMMISSIONER LEMAN: Just before lunch we 
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began to talk about international payments, and I believe 
you told us that the harmlessness o5f Canada's floating 
rate policy during the 1950's was due mostly to the 

fact that Canada was not a very large country and 

was not a reserve currency country. 

SIR DENNIS ROBERTSON: I think that is part 
of the story, certainly. You are in a position to 
dc things which the pound or the dollar -- the American 
dollar -- is not in a position to do. Whether you 
were worried or not, of course, is something else, 
but I don't think it did anybody very much harm; 
either yourselves or anybody else. 

COMMISSIONER LEMAN: But you were then 
referring to the past and now you say that this feeling 
applies to the future also? 

SIR DENNIS ROBERTSON: I would say that 
Having now tied at, it will be very difficult to untie. 

There are two questions; you are going to-have 
a fixed or a floating rate, and whether, if it is going 
to be a fixed rate, you think you have the right rate. 
I think that Canada is now in a healthier position 
than it was a couple of years ago because the rate is 
lower, but I think it might have been better to get 
to that position by devaluation under tne Bretton Woods 


rules than by the way it was done 


Anyway, I don't think I would want 


to go back to the floating rate, 


Many of my colleagues would disagree with me. 
been a 


My successor at Cambridge, who has / great preache 


of flcating rates in England, would be disgusted, and 
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has been 

Canada / the only sensible country in the world in his 
view, and now that st has siven' 4t® up 

COMMISSIONER MACKINTOSH: Do you agree that 
it is one thing to continue the floating rate and 
another thing to try and re-establish it after there 
has been a period when it dLant filéat.-+ #¢ least, 
not quite freely? 

SIR DENNIS ROBERTSON: I don't know if you 
recognize the little quotation which I put in about 
that on page 47, It is Mr. Harry Graham's lines 
about the little boy who went for a walk in the zoo with 
his nurse and then ran away from his nurse and the lion 
came and ate him up, and this was the moral of the tale: 

"And always keep a hold of nurse 

For fear of finding something worse, " 
And I think you had better keep hold now or it might 
be something worse. 

COMMISSIONER LEMAN: Nevertheless, you still 
concede that even for the future, and unless changes 
come about, we would remain rather harmless to the rest 
of the world or does it become, in your view, a matter 
of discipline and setting a good example? 

SIR DENNIS ROBERTSON: That is an interesting 
question. I think from your point of view and everybody 
else's you had better conform, but I can't prove it. 

COMMISSIONER LEMAN: Would you be inclined 
to concede the thought that having a floating exchange 
rate in certain respects makes the job of the monetary polic 
administrators easier for domestic purposes? 


SIR DENNIS ROBERTSON: I think it does; I think 
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vou have one more degree of freedom, and if you tie 
up your exchange rate you have less freedom. 
COMMISSIONER LEMAN: I understand you had 
sonething to do with the setting up of the International 
Monetary Fund? 
SIR DENNIS ROBERTSON: Well, I was working 
on the ground floor in committees, and things. Looking 
back it is*all very’ hard to know. When we were working 
on this Bretton Woods thing, I think everybody thought 
that there was going to be control of capital movements 
for as long ehead as one could see, and what we'were 
concerned about was to set up a system which would 
allow the maximum possible freedom of current movement 
of trade, and so on; it being understood’ that “the world 
wouldn't be able to afford to allow unlimited swings 
OL wapltal £Cor-short. term .or, long. veri te oY fhe Miele 
what has changed and the technicians nowadays say that 
it is exceedingly difficult to make this distinction -- 
which runs right through the Bretton Woods articles -- 
between capital and current movement and that they 
don't see any way of preventing these big Swings 
of capital between one country and another in the 
short-term movement and, of course, nobody wants to 
prevent long-term investment by one country in ‘nother, 
so that the problem which the international set-up has 
got to solve now is to provide -- to use the” 
same word -- sufficient “liquidity in the international 
system so that nobody is unduly inhibited from going 
shead if they want to;and it has got to provide some 


t of security against all that being upset by these 
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big swings of capital movement -- first against sterling 


and lateb against the dollar, and that is what they 


are putting their heads together on and at the very 

moment our Chancellor -- I don't know whether it was 

yesterday or today -- he is Supposed to be talking about 

this, but whether our ideas and the American and the 

Continental ideas are sufficiently in harmony with one anpther 
to take effective action, it is very hard to see 

at the moment. One hopes they are. It is more 

difficult than we thought at Bretton Woods because 

we did think then that you could draw a working line 

between current transactions and capital transactions 

which would be possible to administer, and this 

is. what the technicians believe is almost an impossibilit 
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COMMISSIONER LEMAN: Quite a few countries 
that belong to the I.M.F, still have control over 
long-term capital movements? 

SIR DENNIS ROBERTSON: Yes; they have got 


control over them, but how effective they are, 
I do not know. 
COMMISSIONER LEMAN: What I wanted to 
ask you, Sir Dennis, is this: After the passage of 
these years and the somewhat changed position compared 
to the time when this was set up, are there now 
certain changes that you feel might be helpful 
in the rules and practices of the L.M.F.? 
SIR DENNIS ROBERTSON: Yes. I cee to 
some extent they have been effective, but I think 
there are probably more to be achieved. 
There are some people who think that at 
this moment there is a terrible shortgage of what 
they call international liquidity, which is hampering 
people from doing all sorts of things they want 
to do and ought to do. I am doubtful of that. 
There are two things I have put down here: firgtly, 
the system has to be proof against these attacks 
by outside speculators, They have made great progress 
in that in the last year or two. And secondly, there 
has to be some automatic way of increasing somewhat 
the basis of the whole system to allow for growth. 
It is rather a paradox. If it be true that the 
gold supplies of the world are not increasing fast 
enough to allow for growth without a deflation 


of prices, then you have got to supplement this growth 
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in gold basis by a growth in the created basic 
2 money. That means tht either the United States 


or Great Britain have got to be running a Slightly 


4 adverse balance of payments on all accounts in order 
5 to put more international money into circulation, 

6 an LU Weres Or, -if they can't do that without 

7 the risk of the whole thing blowing up, then you 

8 have got to have some other scheme for creating 

. international money, not on a big scale, but on 

a big enough scale to permit reasonable growth, 

“ Those are schemes which Bernstein and others have 

si been putting forward -- propositions for allowing 

13 


the stock of international money to grow automatically, 
or semi-automatically, so as not to interfere with the 
expansion of world trede. 

I think the International Monetary Fund has two 
problems to solve. They may be somewhat overlapping, 
but they are different problems. One is to’ make 
the thing proof against the bears, the international 
Speculators; and the other 1s to allow for annual 
monetary growth in the basis of world trade. 

I do not see why it should not be able to recast 
itself satisfactorily in those two directions. 
IT think it has made a good start, but possibly 


there is something more to be done, 


I think the amount of international 


co-operation there has been is very encouraging. 


COMMISSIONER LEMAN: As a matter of detail, 
though, was the rule about one per cent plus or 


minus from the pegged rate something that was picked 
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out of the air when it was set up? Why be quite 
SO severe? 
SIR DENNIS ROBERTSON: It is arguable 
that it ought to be a bit wider, -I don't think more 
people would object to that. But I suppose it 
was originally an imitation of the old gold point, 
when you had a really effective gold Standard, 
where nations settled their debts by shifting 
cold. The cost of packing the gold and Sending 
it across the sea would produce a gap, and L.think 
that frictional gap was rather helpful. It imitates 
the gap which the gold standard automatically had 
because of the actual cost of sending gold. 
COMMISSIONER MACKINTOSH: I suppose it 
was in part that the United States, to a limited 
degree, was still on the gold standard and would 
Ship gold to the other central banks. 
SIR DENNIS ROBERTSON: Yes, I think that 
Lao iets, 
COMMISSIONER LEMAN: Have they stopped 
doing that now? 
SIR DENNIS ROBERTSON: No. ‘They are 
still at a slight premium on the $35. -- I understand 
a little over or a little less. 
COMMISSIONER LEMAN: I did not mean, 
had the United States stopped shipping gold. What. 
I meant was, have people stopped shipping gold, 
and do they just ask the guardian to put it 
to their names and watch over it. 


SIR DENNIS ROBERTSON: I saw in the paper 
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1 recently that some gold had been moved out of 
2 Fort Knox. I suppose it was sent to New York... 4 suppose 


3] that really it is a movement just from the United 


4 States government to the Federal Reserve, but 

5 I am not informed on that. 

6 COMMMSSIONER LEMAN. ‘The moves or shifts 

7 are less than they used to be. 

8 SIR DENNIS ROBERTSON: Yes. It does not 

9 move much, | 

10 COMMISSIONER GIBSON: I notice in your 

11 assessment of the international liquidity problem, 


12 you say nothing about the proposition of raising 


13 the price of gold. Would you like to comment 


14 on, that? 

15 SIR DENNIS ROBERTSON: I don't think it 

16 is on the map. I think the Americans are determined 
17|| 4t shall not be done, and on the whole I believe 


18 they are rights --If cyourtonce dol, tien vou put 


19 everybody on notice that the whole thing has 
20 broken down, but che dollar, which is still a 
21 great resource in the world, contributing to 


22 international liquidity, might completely lose 


23 its valuation from that point of view. 
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Because of what happened once, everybody would think 


it might very well happen again, 


Ihave gct here Mr. Roosa's last announcement 
made a day or two ago as to what the American stand 
on it is, which I suppose he has now expounded at 
Washington. He is digging in again very strongly. 
He says: 

"Raising the price of gold by devaluing 

the dollar would certainly be followed 

by a similar action on the part of other 

countries. Ar increase in the gold price 

would thus not help the United States 
balanee of payments. ' 
Later he safysis 
"But, in fact, devaluation of the dollar 
would for practical purposes in the future 
virtually destroy as much reserve liquidity 
asiitemight seem: toicreate. for ~every 
holder of dollars before devaluation would 
have been tricked into heavy losses." 
And so on. I think they have made out a very strong 
ease for not taking this way out, but for trying to 
make the thing work on the present basis of the $35 
price of gold. 

COMMISSIONER LEMAN: Mr. Chairman, that is 
all I have to ask on this particular subject, unless 
other Commissioners wish to pursue it. 

THE CHAIRMAN: Is: there anything further? 


COMMISSIONER LEMAN: There is another area 
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Shat I think we would like to talk about with Sir Dennis. 
We have talked about the co-operation there should be 
between monetary policy and fiscal policy, et cetera, 

and your memorandum indicates at certain Spots that 
these policies have a role to play in their own 

raent- 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER LEMAN: Therefore, would it 
follow that if the policies have that Standing, or 
the administrators of these policies, they should 
therefore have about the same degree of separation 
that goes with the different role each is to play. 

SIR DENNIS ROBERTSON: You mean there 
would be different agencies? 

COMMISSIONER LEMAN: First of all they should 
have different agencies, but what degree of independence 
from each other should they have? 

SIR DENNIS ROBERTSON: It seems to me it 
is extremely difficult to lay down in terms, when in 
the end it is all so much a matter of personalities 
and how the thing actually works in practice from 
day to day. You can lay down a lot of rules about 
joint routine, who shall be responsible to whom, and 
a11 that. 

I thought your central bank governor put 
it as well as anybody could put it in the statement 
he made when he was appointed. In the last resort 
it is the political government which has to take the 
responsibility, but within that field the freer hand 


that can be given to the monetary authorities to do their 
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job, the better. 

COMMISSIONER LEMAN: Yesterday Professor 
Viner -- I don't know if you heard this part of his 
testimony -- made quite a point of putting in one 
country's statutes anextremely clear mandate to, 
iet us say, the monetary authority, and perhaps he 
would so apply, this to other agencies of government -- 
to give them a very clear mandate and,o'excepti in 


emergencies when they would resort to other authori tyys 


ct 


let them do their job and not interfere too much 
from day to day or month to month. 

SIR DENNIS ROBERTSON: Was that as to Congress, 
Pariiamentor the Cabinet? 

COMMISSIONER MACKINTOSH: He was a little 
eonfused on that, but my recollection is he ended 
up in our system of government by opting for the 
Cabinet. 

SIR DENNIS ROBERTSON: I think really 
the Cabinet has got to be responsibie for monetary 
policies, ds welb as levéerythingi elise. I think the 
problem is very different in the United States than in 
Britain, eee ee relationship between Congress 
and the executive is so different to the relationship 
between parliament and the government in England. 
One cannot argue from one to the other. I should 
have thought that the thing here was more similar 
to the British system. 

COMMISSIONER MACKINTOSH: Oh yes, it is. 

SIR DENNIS ‘ROBERTSON: . It is really a 


cabinet government. But the central bank has particular 
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1 responsibilities, .and.it has every right to bring its views 
2/to the notice of the government not only in an emergency, 
but the whole time. 
COMMISSIONER MACKINTOSH: Simplifying it, 
he seemed to be arguing not for the right and duty 
of the government.to issue directives when they felt they 
were necessary, but that the bank must always operate 
under at least a general directive which was known 
to the, public, 


SIR DENNIS ROBERTSON: Yes, but the bank 


directive would have to be expressed in such general 


fan pd 


erms that they would not be much further on. 

I have quoted the admirable phrase -- [I say 
it is an admirable phrase, but it does not take 
one very far: "broad economic objectives of high- 
level employment, price stability and sustained 
economic growth". We can agree that everybody 
has to try to preserve those ends, but in practice 
one has to be more specific than that. 

COMMISSIONER MACKINTOSH: In another context 
we looked at a copy of the instructions which the 
Federal Reserve Open Market Committee gave to the 
Federal Reserve Bank in New York on how to operate 
in the next week. I must say thet my impression 
was that it contained a lot of generalities. 

SIR DENNIS ROBERTSON: I should think it 
would. I don't suppose they look at it, do they? 
COMMISSIONER MACKINTOSH: You are on the 


record as having said that, not l. 


SIR DENNIS ROBERTSON: I will go on the recor 
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There is one point which I raised which I 
am very uncertain about, and I would awfully like to 
discuss. It is on this relation with the foreign 
Situation. 

Looking at the history of the last few 
years and trying to make what I could of understanding 
it without really knowing what happened, I bestowed 
some commendation on the Canadian authorities -- I 
don't know exactly who they were --. for in 1959 having 
restricted the money supply -- not added any more to 


the money supply. 
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i notice the money supply had been moving up rapidly until 


but 
then,/in 1%9 although trade was pretty active and 


the business world was borrowing, it looked as though 
the authorities had refused to add to the money 
Supply, and as a result the banks had to sell 
Securities to the public in order to be able 

to make loans to the business world. So you had 

fewer 

the banks holding/securities but with more loans 

at the vend’ of the year than ‘até the beginning. 

That had to my way of thinking the right result, 

of letting the long-term rate of interest go up 

in this time of boom. 

There are people who say I am completely 
wrong about that, and thatthe result of this rise 
in the rate of interest in 1959 in Canada was 
to drive the provinces and other people to borrow 
abroad; and this .rise in the rate of interest 


had the fatal effect of attracting foreign money 


which you really wanted to keep out. 


I read one intelligent discussion of 
the situation. I think it was by Mr. Neufeld 
in the English"Banker', who stated the very opposite 
view to the one I have’ given. He said you ought 
to have had a low rate in 1959, where I was commending 


you for having a high one. 

I would like to know what you would 
think about that. I should like to know whether 
I was completely wrong about it. I do think that 


the whole situation is extremely difficult here, 
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because it is almost impossible to do right 
from both points of view, From the point of view 
of the internal Situation, and improving employment 
and so on, it would seem as if you ought to 
have cheaper money and more expansion; 
but from the point of view of getting your 
balance of payments in better order it would 
seem you ought to have a stiff policy, and. if 
you try to have a stiff policy, one aspect of 
it is higher rates of interest. That clearly 
has the effect of attracting foreign money, which 
you don't really want. 
That is the awkward dilemma, and I 
don't see any satisfactory way through it. 
COMMISSIONER MACKINTOSH: I think it is 
clear that our interest rate policy cannot diverge 
too much from that of the United States. 
SIR DENNIS ROBERTSON: True. 
COMMISSIONER MACKINTOSH: But I agree 
that when you have a higher rate of interest, 
a@ premium on your currency, and an undesirably 
high rate of unemployment, you have not a clear 
Situation. 
SIR DENNIS ROBERTSON: You have a 
very sticky one. 
COMMISSIONER MACKINTOSH: Perhaps 
Mr. Gibson could comment on this? 
COMMISSIONER GIBSON: I think your 
comment is very intelligent, Dr. Mackintosh. 


COMMISSIONER MACKINTOSH: I did not 
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doubt that. I thought yours might be fuller, 
COMMISSIONER GIBSON: I would like 
to go back to this question of capital flows 
with Sir Dennis, and ask him what he thinks a 
country in the position in which Canada found 
herself in, let us say, the years 1950 to 1960, 
Should have done in the realm of exchange rate 
policy. You see, we are subject to capital flows 
which are quite unusually large in relation to 
almost any other country in the world. There may 
be a few small countries that are subject to 
Similar flows, but there is so much inter-ownership 
in business, so much trade inthe short, long 
and- medium-term ‘securities capital is so sensitive to 
moves across the border, responds to, short 
changes and even long changes. What does a 
country in our position, subject to these great 
capital movements in either direction, do ina 
period of this kind? 
One can say we should have a fixed 
exchange rate. But as we found in the late 40's 
on two or three occasions it created great difficulties, 
and it was only after having several problems of 
this kind that we tried the other, and it didn't 
work altogether satisfactorily either. However, 


I would be very much interested in knowing what 


you feel about that. 


Should there be more latitude, for a 
country in the rather peculiar position we are in, 


in the international rules? 
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SIR DENNIS ROBERTSON: I do not know 
that it makes all that difference. I think the real 
difficulty is not so much whether the exchange rate 
is fixed or mobile, but what your national policy 
ought to be about importing capital. As I say here, 
it was historically the capital which was the causative 
thing. Everybody wanted to invest in Canada, and 
the adverse balance of payments on the current account 
came about as~a conséquenceof that. It was 
the way in which you took the foreign loans which 
people were throwing at your heads. 

COMMISSIONER MACKINTOSH: You can argue 
that the high rate of interest prolonged this flow 
of capital after it was unsuitable, 

SIR DENNIS ROBERTSON: Yes, but what 
happened is that the adverse balance has gone on 
and the capital flow has dried up; What do you 
want to do? Do you want to restore the capital flow 
or do you hope to do without it in the future? 
Itis-a fearrolly darricuLy um@escion: 

COMMISSIONER GIBSON: We have only 
govt a couple of flexible items In our picture, and 
they are the interest rate and the exchange rate. 

If you fix the exchange rate you put a very much 
heavier burden on the interest rate as a means of 
adjustment. 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER GIBSON: What about direct 


control? 


SIR DENNIS ROBERTSON: Although I do not 
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like direct control I do not know whether 

it may now be a question of having an interest rate 
that suits the domestic Situation, coupled with the exerdise 
of direct requests and things over the capital 
flow. It is awfully difficult. 

COMMISSIONER GIBSON: It is awfully 
difficult in this country. 

SIR DENNIS ROBERTSON: For the moment 
you want to encourage capital flow. As a matter 
of fact, your government borrowed the other day 
in New York, did it not? 

COMMISSIONER MACKINTOSH: Yes. I would 
think it was desired to restore a more moderate 
capital flow which one might hope, generally, 

would decline over the years, 

SIR DENNIS ROBERTSON: Yes, 

COMMISSIONER MACKINTOSH: Whatever the 
aim of the action taken was the result was too 
blunt and abrupt. 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER LEMAN: This leads into 
another general type of problem, Sir Dennis, about 
the central bank. Again it arises out of some 
remarks of Professor Viner, and also out of a lot 
of other digcussions that have taken place over the 
years as to what should the central bank do. Should 
it indulge in long-range forecasts of what is going 
to happen, or should it keep looking at what is 
happening this month or next month. Your worry: 


"Was I right about 1959?" may have something to do 
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- With this. Should the monetary authority ask 
itself: "Now, should I with this restrictive 
policy be curing the policy iI. had before, but 
I see evidence here that proves to me that in 
1960 we will have a turn-around and I will have 
caused trouble for myself", 

SIR DENNIS ROBERTSON: Yes. 

COMMISSIONER LEMAN: Do you see the central 
banker operating in that way with fairly long-range 
forecasting, or should there be something left to other 
agencies of government? 

SIR DENNIS ROBERTSON: No, I think all 
the agencies of government ought to be working 
together, They each have their research staffs 
and I think they ought to be in pretty close touch 
and communication. I think the central bank may 
on some occasions have to go.to the immediate 
propiéem in spite-or° the fact’ that tn the Tong 
run something else is going to happen. I 
ag<net =think’ it -ought/to-go°inte'it Bbkindiy;: I 
think sometimes it does have to look after itself 
a bit. 

COMMISSIONER LEMAN: 1 gather from your 
earlier remarks that you do not like very much the 
process that used to be called just leaning against 
the wind all the time. You favour a good arsenal 
of weapons in the handsof the monetary authority 
to be used according to its judgment with more 
or less determination and wiles according to 


the circumstances, and, therefore, if we are going 
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to give it so much of an arsenal we have got to 
ask ourselves: "Well, how far in the future is 
it going to look?" 

SIR DENNIS ROBERTSON: Well, I think you 
may have to say: "Well, as I do not know what is 
going to happen about the future I will therefore 
do the, best I can with the present". That 
expression "leaning into the wind" reminds me of 
an expression Lord Cobbold used which was to the 
effect that it was no. good spitting into the 
Wind. The question is as to when leaning into 
the wind becomes spitting into the wind. Leaning 
into the wind is a good thing to do, but spitting 
into the wind is a bad thing to do. 

COMMISSIONER GIBSON: I would like to 
ask one more question, Sir Dennis. What is your 
view about the kind of international -economic 
climate we are looking forward .to in the next 

decade. Is. this. atime of shortage of capital? 
Are there inflationary forces still at work? 
How do you look at the period ahead? 

SIR DENNIS ROBERTSON: I think this is 
an extraordinarily puzzling moment. In the last few 
weeks we are, perhaps for the first time in many 

years, looking ahead into a more deflationary 
period. Per Jacobsson, whose name has been 


mentioned frequently, has been talking in this 


same way, and it is rather remarkable that he should 
be talking of deflation. It is this question of 


raw materials all over the world. It is too much 
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like 1929 to be very satisfactory. 

On the other hand, there is obviously 
this extraordinary pressure of capital development 
all over the world. I do not think inflation 
is cured completely, by any means, because of this 
cost-push thing that is not under control anywhere, 
I think it is a fearfully difficult moment. In 
the last few months, for the first time, as I say, 
I have thought that there was some risk of a 
general world deflation like that of the late 
Yeo's. So, it tends to be harder than ever 
EO do tne right thing, 2 think, 

COMMISSIONER GIBSON: In any event, 
you do not feel there is any reasonably clear 
trend ahead of us? Lt 1S pretty Ggouoviulsace sso === 

SIR DENNIS ROBERTSON: I think it is 
awfully doubtful. 

COMMISSIONER GIBSON: This ought to 
make in some ways the job of the central bank 
a Jittile easier? 


SIR DENNIS ROBERTSON: Well, do you 


think so? 


COMMISSIONER GIBSON: Is it harder 
to fight against inflation or is it Wander to try 
and assess a position that looks more neutral? 

SIR DENNIS ROBERTSON: You see, it 
is not neutral. That is the trouble. So many 


countries seem to be suffering from inflation and 
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unemployment, which is the worst possible combination. 

COMMISSIONER MACKINTOSH: Do you not 
think that is a time when you could accept more 
risk with policies which might have inflationary 
effects than you could five years ago? 

SIR DENNIS ROBERTSON: I think that is 
so. I think it is certainly so in the United States. 
It may be so with us. I got so tired of the people 
who have been telling us: "Go ahead; go ahead 
and don't wait. Let's get away from the dead 
hand of the treasury which is against any efforts 
towards promoting growth", and so on, that I am 
very loath to admit that they may be in the end 
proved right. 

THE CHAIRMAN: Sir Dennis, we appreciate 
the very beret eae we have engaged 
in with you, and we thank you for the very great 
help you have given us. I am sure that my fellow 
commissioners will agree with me when I say that 
the contribution you have made will be very valuable 
©O us an our deliberations. 

SIR DENNIS ROBERTSON: That is very 
kind of you, Mr. Chairman, I am afraid I have not 
been very helpful because I am so extremely doubtful 
about everything. 


THE CHAIRMAN: Well, I think that is 


one thing about which we disagree. 


SIR DENNIS ROBERTSON: I have very 


much enjoyed meeting with the Commission, 


THE CHAIRMAN: We shall now adjourn 
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until 9.15 tomorrow morning when we shall hear 
the submission of the Canadian Federation of 
Agriculture. 


--- Adjournment. 
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se Introductory 

In the admirable statement issued on the 
morrow of his appointment, the Governor of the Bank of 
Canada alluded to the "broad economic objectives of 
high-level employment, price stability and sustained 
economic growth," As a means to the attainment of 
these ends, he emphasized the need for the coordination 
of financial policy with general economic policy, the 
former in turn consisting of the three "“inter-de pendent 
and to some extent interchangeable" strands of 
monetary policy, fiscal policy and debt-management 
policy. I shall try to arrange my remarks in the 
light of these two dissections, the one of ends, 
the other of means; bearing in mind as regards the 
second that, as I understand it, the Commission's 
primary concern is with the genus "financial," 
and within that genus with the species "monetary." 

Fashions change, Fifty years ago, all the 
Lime-light might have been concentrated on stable 
prices, thirty years ago on high employment, But 
nowadays no public personage can afford to let slip 
an opportunity of reminding us of what in my young 
days was taken for granted, namely that modern 
communities normally both are and desire to be 
experiencing growth, in the simple sence of an 
inerease over any span of years -- not necessarily . 
in any single year -- in the total of measurable real 
output or income, So Mr. Rasminsky was quite right 
to include growth; and I am sure no-one realizes 


hetter than he both that the available methods o- 
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measuring it are ihiperfect and that “<owth “tge1rt 

is at best a means rather than an end, and moreover 

iS apt to be accompanied, as it has been in Britain, 

by damage of various kinds » Some of which is inevitable, 
and some, while not inevitable, is not very likely to 

be avoided, 

“ie Population Policy 

The Commission will not wish to spread its 


net unduly wide; but I fancy it may find itseir 


impelled to indicate whether it is more concernéé 
So promote increase of aggregate real income or of ves] 
imcome per head; and further whether it therefore 
regards a "population policy" as one of the things 
with which financial policy must be harmonized. It 
seems to me that special strains on those in charge 
of financial policy are likely to arise in countries 
‘such as Australia) which are anxious for non-economic 
reasons to encourage -a smart rate of growth of 
population, or in countries (such as India) where 
population is in fact increasing faster than the 
framers of general policy would wish, fT should 
imagine that taking a long view Canada, with her 
friendly neighbours and her abundant natural resources, 
should be relatively free from such preoccupations, 
and able more or less to let population matters, both 
in respect of natural increase and of immigration, 
take their course. 

Nevertheless the difficulty which has been 
found in the last few years in attaining the objective 


of high employment -- or more strictiy of low 
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unemployment -- draws attention to a fpecial trouble 
which may befall a country whose free institutions 
and rich resources have made her for decades a magne t 
to the robust and enterprising -- namely that a 

Short period of needed digestion and re-appraisal 
after a specially rapid upthrust may face her with a 
temporary problem of superfluity of manpower from 
which a less dynamic economy would be exempt, and with 
which purely financial policies may prove inadequate 
to cope. One can only hope that such reculements 
pour mieux sauter will prove of short duration. 


oe Regional Policy 


More likely to be persistent tis a problem 


from which Canada, with her large physical span and 
wide variety of natural conditions, cannot hope to be 
immune, namely the attitude to be adopted in the face 
of widely varying regional propensities to growth or 
decay. Ought Special efforts to be made to bring 
work to the workere in the less fortunate areas? Or 
will such efforts only serve to obstruct the more 
growth-promoting solution of intra-=national migration 
of labour towards the points of higher return? Is 
there conflict here between two of the "Rasminsky 
objectives?” 

I cannot illustrate the problem better than 
by quotation from the paragraphs in which, ina most 


interesting recent (1961) Report, (Economic Development 


in the Atlantic Provinces, p.19) Professor A.K. 
Cairncrogs seeks to justify hig proposal for doubling 


or trebling over a span of years the numbers engaged in 
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certain epecially selected industries in the Atlantic 
Provinces, The argument. he urges, is twofold: 
"the probability of a labour 
Surplus after allowing for migration 
to other parts of Canada; and the 
probability that, for a limited range 
of industries, costs of production would 
not rise perceptibly (except perhaps 
in the first year or two) if a location 
in the Atlantic Provinces were selected 
in preference to a location in central) 
Canada.....-.... L fully accept the need 
to push ahead with the development of 
thoge areas of Canada that have the 
greatest growth potential, and I see 
long term advantages in encouraging the 
movement of labour from declining to 
expanding areas. But I recognize 
that there are limits to the scale on 
which labour transfers are possible 


without inflicting lasting damage on 


the economic and social life of both 
types of area (DHR's italics); and 
there appears to me a serious danger 
that, at current rates of population 
growth, these limits would have to be 


exceeded if no special efforts were made 


to develop new industries in the 


Atlantic Provinces." 
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two elements of growth are not independent of one 
30 


1 In this instance, the argument thug rune, a laissez-faire 

2 policy would not, as at first sight might appear, be 

3 Superior to an interventionist one from the point of 

4 view of the effect on the overall rate of growth, partly 

5 because those workers who migrated would not in fact 

6 become much more productive elsewhere, and partly 

7 because migration would not in fact be ona large 

8 enough scale to drain off and re-employ all the 

9] redundant labour. I have neither the knowledge nor 

10 the desire to impugn Cairncross's conclusion; though 

11 the words which I have italicizeg Suggest to me that 

12 in reaching it he has attached more weight than he 

13 makes quite explicit to a third concept more elusive 

14 than either productivity or employment, namely the 

15| welfare of "the region” as such, distinct from the 

16 welfare of the individuals who dwell, or. who no longer 

17 dwell, therein. 

18 4, Growth Policy 

19 Let us return to the concept of the rate of 

20 increase of output, and be content for the moment to 

m1 deal with it as a national average, computed over all 

22 regions and all occupations. Given the rate of 

93 increase of the working population and the length in 

as hours of the working year, this rate of increase of 

ihe output may be regarded as depending, over a run of 
years, on two things, -- the rate at which the country's 

2 etock of capital instruments of one kind and another 

zi ie growing, and the rate at which improvements are 

” being effected in technology and organization, Thege 

29 
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another, and at the present time much high-powered 
intellectual effort is being devoted by economic 
“model-builders" to analysing their inter-relations. 

I doubt if the Commission will desire to give the 

time to go deeply into these fophisticated argumentat ions. 
and if it does I am not the man to expound them! J. 
venture to think that, up to a point at least, useful 


results can be reached by treating these two factors 


in growth, which I will eall for brevity capital 
formation and technical progress, Separately; since the 
role of policy with regard to them ig inevitably 
Somewhat different. Governments can take steps of 
various kinds to encourage both; but not even a 
totalitarian government is able to determine, or even 
to predict for any length of time ahead, the rate of 
technical progress. On the other hand such a 
Government is in a position to determine pretty clogely 
the proportion of a country's productive power which 
shall be devoted annually to increasing its capital 
equipment; and, even in a country in which the ultimate 
powers of decision in this matter are still mainly 
decentralized in the hands of private individuals or 
corporations, the government may itself be charged with 
making the relevant decisions over such a sizable part 
of the field, and be s0 confident of its powers of 
persuasion or prediction over the remainder, that 
the overall rate of capital formation has come to be 
regarded as virtually a matter of national policy. 

The Commisgéion may or may not be g0 well 


satisfied that there are good reasons for desiring Canada 
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to grow at one rate rather than another, and so 
confident that what is desirable in this matter is 

also attainable, that they are ready to follow some 
notable precedents in tofseing a growth-rate figure 

into the arena of discussion. I must confess that 

my Own sympathies were on the side of the recent 

United States Commission on Money and Credit in their 
refusal, in spite of pressure from some of their 
members, to take such a course. © (Report (1961), p.3i). 
But whether or no, there are questions about the 
implications of growth for the various branches of 
financial policy which do seem to be clearly within the 
Commission's responsibilty to face. 

D Prices Policy 

Boring and academic as it may seem, I think 

it is helpful to start by considering how a Mone tary 
Authority should behave in a country which wag isolated 
from the rest of the world, and in which it was 

desired so far as possible to leave the pace of capital 
formation to be determined by the unfettered interplay 
of the decisions of private enterprisers and savers, 

In general terme the angwer geems to be 

that in such conditions it should be the aim of the 
Monetary Authority to generate such a flow of monetary , 
demand for final output as to enable the participants 
in the growth process -- enterprisers, savers and 

hired workers -- to realize their intentiong with 

a minimum of friction and of distortion of the true 
significance of the monetary contracts which they are 


making with one another, Attainment of this aim could 
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be described as the preservation of “monetary 
equilibrium;" and, assuming the Authority to be 
working with and through a modern System of deposit 
banking, we can put the same thought in different words 
by saying that its aim ghould be to ensure that the 
creation of money by the banks ig being carried on in 
just such a way and on just such a gcale ag to ensure 
that the banking system really ig what bankers believe 
it to be, -- an efficient instrument fox putting the 
genuine savings of the public at the disposal of trade 
and industry. 

When however we try to express this aim more 
precisely in terms of income and prices, we encounter 
difficulties. The first interpretation which &uggests 
itself is that what from now on I will call for brevity 
the “money flow" should be caused to expand in 
proportion to any increase that may be occurring in 
the working force, i.e. that the aim should be 
(broadly) to preserve the stability not of prices but 
of money income per head. But that interpretation will 
be geen to be too restrictive when we reflect that 
another factor of production, namely capital equipment, i 
also growing, and that its owners will also be claiming 
their annual reward. So we are led on to think that 
the money flow should be expanded sufficiently to allow 
for this, though not sufficiently to balance that 
part of the increage in output me is due not ae the 
growth of capital equipment but to technical progress. 
Thus the general level of prices of final output 


would be allowed progressively to fall, though by no 
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means in full proportion to the increase of output. 

When however we reflect further that what is 
going on may well be altering the relative scarcities 
of the two factors of production, Working and the 
Provision of Capital, we may well be hard put to it to 
See just how large an expansion of the money flow would 
be needed in order thus to preserve stability not of 
final prices but of what may be called the "average 
price of productive power" ., And remembering at this 
stage the difficulties which Monetary Authorities have 
in achieving what they want to achieve -- remember ing 
also the various pressures which they will be under 
to implement or acquiesce in a continuous rise in 
final prices -- we may well be tempted to throw 
perfectionism to the winds, and to accept for practical 
purposes what to many people seems, though in fact it 
is not, the most "natural" objective of all, namely 
stability of the final price-level. 

To this temptation I, in connon with some 
whose judgment I most respect (I may mention Professors 
Haberler and Robbins), have succumbed -- though always 
with a twinge of conscience when I see the more 
Scientific view movingly expressed by some discerning 
non-economist. (E.G. by the Bishop of Monmouth in a 
letter to the Times of Jan. 11, 1962, which concludes: 
"To a simple fellow like myself it seems that the lower 
prices which increased productivity makes posgible 
would benefit everybody, but I recognize that there 


must be a flaw in my thinking, for increased productivity 


hag not brought -- and does not seem likely to bring --~ 
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lower prices, Presumably there is good reason for 
this. Will someone explain?" Nobody did). This 
makes it the more incumbent on me to insist on three 
things. First, if questions arise of a possible 
conflict, and therefore a necessary compromise, between 
the “Rasminsky objectives", it should be remembered 
that the price-stability objective is itself already 
a compromige, secondly, the practical cage for 
stability refers only to the average of prices and in 
no whit impairs the case for requiring that in lines 
of production where technical progress is specially 
pronounced prices should continuously fall. Thirdly, 
and in appearance somewhat paradoxically, an 
understanding of the true reasons for ensuing "stability" 
may prevent us from launch ing undeserved criticiam at 
@ Monetary Authority if in the face of a reverse 
movement of productivity, occasioned by bad harvests 
or other natural misfortunes, it permits a rise in 

the price level, For such action may be in the true 
Senge stabilizing, provided of courge it is not 
allowed to touch off a “compensatory” rise in money 


incomeé. 


6. Taxation Policy 
But we are getting to gripe a little too 


quickly with the real world! Let us return to our 
imaginary country (beginning of $ 5), and for 2uch 

a country take, with some reservations, stability 

of prices a8 a sufficiently good indication that 
monetary equilibrium is being successfully maintained. 


The next thing to observe is that in principle such a 
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happy state of affairs may exist also ina country 
in which the Government is taking a hand in the grath 
process, On examining such a country, we might find 
that the Government was running a surplus of current 
receipts over current expenditure and using the surplus 
to repay old debts, thus appearing only on the supply 
Side of the capital market; or we might find that it 
was using such a surplus to finance the creation of 
capital equipment, thus appearing in equal strength 
On both sides of the capital market, i.e. (by and large) 
not appearing at all. Or again we might find that 
it was chronically appearing on the demand side of 
the market, either. partly to finance a current deficit, 
or exclusively to finance the creation of capital 
equipment. The Finance Minister may be framing his 
policies in thege respects in the light of a combination 
of principles and tules of thumb which do not perhaps 
commend themselves to his political Opponents but are, 
as things go, intellectually quite respectable; and 
he may be so fortunate as to find that the Monetary 
Authority can take his decisions as data and yet do 
its particular job of preserving monetary equilibrium 
with success. 

For instance, as Finance Minister ina 
country in which @ number of branches of productive 
industry have passed into public ownership, I can easily 
see mygelf deciding that that fact affords no good 
ground for supposing that all their expenditures on 
capital development should be met out of taxation, 


and imposes on me therefore no obligation to achieve 
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an “overall” budget balance. But I can also see myself 
deciding, with perhaps vulnerable logic but saving 
common sense, that I must turn a very critical eye on 
any Suggestion that, because some piece of expenditure 
in the field of education or health ig not only 
desirable in itself but should increase "productivity" 
in the future, it is therefore a proper Subject for 
finance by loan rather than by tax. 

Before giving limited endorsement, ag I shai 
presently do, to the claims of Central Bankers and 
other than Fiscal Policy must be prepared to come to 
the aid of Monetary Policy in ensuing “monetary 
equilibrium", it is well, I think, thus to stake out 
a claim for Public Finance as a serious subject in its 
own right, with a philosophy and experience of its 
own, and incapable of being pushed around, in the 
interests of stability, beyond a certain point without 
damaging consequences, 

Tt The Money Stock 

Still maintaining for a while longer the 
pleasant fiction of an isolated economy, let us put 
ourselves in the position of a Monetary Authority which, 
in the shape of a Central Bank, if endeavouring to 
pursue whole-heartedly the objective of monetary 
equilibrium. What weapons does it need, and what 
obstacles will it encounter? 

As a minimum requirement it would seem that 
it must be in a position to exercise control, botr in 
an upward and downward direction, over the quantity of 


money in the hands of the public. (I use the wore 
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"money" in the sense now commin in Britain, and 
appaventdy also reasonably appropriate to Canadian 
conditions, of notes and coin plus all the deposit 
liabilities of the cheque-paying banks). For the. 

Bank to be in this position there must be a quantitative 
link, established by law or reliable custom, between 

the deposit liabilities of the banks and their reserve 
balances held with itself; and there must be an active 


market through which, by dealing in securities with 


the banks or theirccugtomers, it can operate on the 
magnitude of these reserve balances. These things 
the Bank of Canada has; and I gather that it is free 
from those inhibitions against dealing in long as 
well as in short term securities which in recent years 
have to some extent cramped the style of it# United 
States counterpart. 

But there seeme to be need also for a third 
thing. In a free economy -it 1s not easy to see a 
central banking system functioning acceptably without 
the existence, in the hands of somebody or other, of 
a right of access to the Central, Bank as a “lender 
of last resort”, and there seems to be need. therefore 
for some element of. friction or stiffening to. prevent 
guch rights from being exercised on such a scale ag 
to stultify the power of the Central Bank to prevent 
the total of bankers' balances from rising above 
the level which it desires to establish, In, England 
the requisite "sting in the tail" used to be, and 
after a long period in abeyance. is now, again, embodied 


in the system by the Central Bank's right to charge a 
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penal rate of its own picnics to those to whom it 
agrees to act as lender of last resort, So to English 
eyes the practice prevailing in Canada between 

November 1956 and June 1962, by which Bank rate was 
fixed mechanically week by week at a bare fraction 
above the previous week's average rate for Treasury 
Bills, had an odd air, and smelt somewhat of abdication 
from an important function. 

This matter of Bank rate has other facets, 
to which I shall return; for the moment I want to 
stick closely to the question of the quantity of money. 
In England the experience of the post-war years has 
made it plain that even the exercise of the "sting 
in the tail" against the immediate wielider of the 
right to borrow is of very little use in guarding 
the Central Bank's control over the money supply 
if the ultimate borrower is one who also claims an 
implicit right not to be sent empty away and who is 
virtually impervious to any practicable increase 
in the cost of borrowing, i.e. is the Sovereign 
Government itself. It seems to me clear that the 
British Authority's loss of control over the money 
supply in the years culminating in 1957 was closely 
bound up with its unwillingness to see the 
establishment of appropriately high rates of interest 
in the longer term capital market, and with the 
consequent need to put the banks in a position to 
supply by the purchase of Treasury Bills the heavy 
recurrent needs of Government for funds wherewith 


to implement the re-financing of war debt and the 
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capital requirements of publicly owned industry. 
The Radcliffe Committee on the Working of the Monetary 
System deserves much credit for turning the lime- 
light (1959) on this whole story, though they were 
themselves more interested in other aspects of it 
than in its bearing on the money supply; and my 
own impression is that the rectification of this 
situation since 1957, through the reduction of the 
Government's overall deficit and through the 
establishment of a higher level of long term 
interest rates, has been the most important and 
effective of the steps that have been taken in 
Britain to bring the long post-war inflation to a 
halt, 

It is naturally in the light of this 
impression that I have studied the Canadian figures 
showing that in the four years 1958-1961 the 
deficits of the public sector (all branches, on 
the national income accounts basis) totalled some 
3 billion dollars, while the money supply increased 
by some 3 billion dollars or over 25 per cent, 

One does not need, I think, to be a dyed-in-the-wool 
pudget-balancer to regard these figures with some 
anxiety. In any case I find myself impelled 

to regard with retrospective admiration the 

crucial decision apparently taken at the end of 

1958, when public sector deficits of a billion 
dollars had already been reflected in the increment 
of a billion and a half in the money supply, to cause 


the re-expanding private demands for loans to be 
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met not out of a further dose of newly created money 
but out of the proceeds of bank sales of securities 
to the public, entailing a substantial rise in the 
long term rate of interest, 

8. The Money Flow - The Banks 

Control of the money supply is not an end 
in itself, nor a means to an end, but only a méans 
to a means to an end. The end - itself one of 
several possibly conflicting "Rasminsky objectives" - 
is monetary stability, the means to the end is 
control of the rate of flow of monetary demand 
for final goods and services. There are a number 
of parties who, by taking initiatives of various 
kinds, can so alter the average speed at which the 
stock of money circulates as to aggravate, or 
alternatively to counteract, the influence exerted 
on the rate of money flow by the actions taken by 
the Authority with respect to the size of the 
money stock, 

The first party to be mentioned in this 
connection is the banks themselves, which can alter 
the effectiveness of a given stock of money by 
changing the composition of their assets, I have 
just given an illustration from recent Canadian 
history of large scale action of this kind which 
was presumably in accord with the intentions of 
Authority, who in keeping the money supply constant 
during 1959 presumably desired not that the 
expansion of trade activity should be stopped dead 


but that it should be kept under control, But it 
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is easy to imagine circumstances in which such a 
shift would be unwelcome, and the question therefore 
arises whether the Authority should not be given 
Some powers over the composition as well as over the 
total size of the banks' non-cash assets. A half- 
wey house is to give it the power of prescribing 

the minimum proportion of these that must be of a 
specially liquid character, as is done (by agreement 
though not by law) in both Britain and Canada, A 
further step, taken in Britain with some reluctance 
in 1961, is for the Central Bank to have the right 
of requiring a variable quantity of "special deposits" 
Go be made with “itself by “the banks, ‘these “not 
counting as cash reserves or even as “liquid assets", 
It is not a very long step from this to prescribing 
a maximum level or proportion of advances. In 
Britain this final step has not been taken; on 

the other hand use is still being made of the power 
given by post-war legislation to indicate by 
directive the priority or posteriority to be 
accorded by the banks to various broadly defined 
categories of borrowers. I should regret this 
more than I do if I did not feel that the banks 

had served the community rather badly in 1959 by 

the alacrity with which they used their temporarily 
restored freedom in "going gay" over hire purchase 
and other ingenious’ devices for persuading the 
consumer to overspend his means. But I think 

there are dangers about the present degree of 


recimentation, especially if anything should come 
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of the vogue now enjoyed by ideas about co-operative 
industrial planning on the French model, which 
appears to depend for its efficacy partly on 

the application of centrally inspired financial 
sanctions against individual firms found to be 
backward in co-operation with the plan. 

Monetary control through a multiple 
banking system has never been, as has sometimes 
been claimed, a completely undiscriminating or 
impersonal process. What it has done, even 
where, as in Britain and Canada, the banks are 
few and powerful, is to preserve a healthy degree 
of decentralization of judgment in the allotment 
of funds. Can the Commission find a formula which 
will heip to perpetuate this advantage without 
hindering the Central Authority in its duty of 
safeguarding the value of the monetary unit? 

It remains to notice that, as a whole 
batch of popular metaphors about taking horses 
to the water and pushing on shoe-strings bears 
witness, control of the money supply is generally 
recognized as being inadequate to prevent the 
money flow from falling below some assigned 
jevel. In $ 7 I neglected, as of no importance 
in Britain or Canada, the possibility that the 
banks will keep “excess reserves"; but we cannot 
neglect the possibility that under some conditions 
they will utilize a surplus of reserves in buying 
securities from some holders who will keep the 


proceeds of sale entirely idle, thus for the 
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moment contributing not one whit to the expansion 

of the money flow as we have defined it. (I had 

better perhaps explain that I do not agree with 

my ex-colleague Prof. R.F. Kahan in regarding 

this obvious fact as a valid reason for holding 

that "the velocity of circulation, as normally 

concéived, is an entirely bogus concept" -- Radcliffe 

Committee Memoranda, Vol. III, p. 144, para, 61). 

This indeed is the main reason for which public 

opinion has been won over the necessity for 

associating fiscal policy with monetary policy 

in the quest for monetary stability. It is 

however important to remember that under other 

conditions the purchase of a security may succeed 

in bringing money into touch with goods and 

services as effectively and almost as speedily 

as the making of a loan. 

9. The Money Flow - The Public-Deflation 
We have now reached the central problem, 

-- the extent of the power of the users of bank money 

to thwart the intentions of Authority by altering 

the speed with which the money circulates, It is 

generally agreed that there is a certain asymmetry 

between the two halves of this problem; and in 

continuation of the line of thought opened up at 

the end of the last section we may start with 

the limitations on the power of the banking system 

to stimulate expansion or arrest contraction in 

the flow of money demand. I do not myself doubt 


that if the general business atmosphere is reasonably 
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good or even neutral, an opening out of credit 
facilities, or any easing of the terms on which they 
are supplied, can play a useful part in stimlating 
marginal capital expenditure and maintaining 
activity. So can the various possible methods 

of encouraging the production of dwelling houses, 
Moreover now that in general estimation various 
other "durable consumption goods" have joined 
dwelling houses as objects for the acquisition 

of which it is proper to run into debt, a new 
potential weapon has been added to Authority's 
armoury; and though experience has shown that it 

is a somewhat dangerous weapon, difficult to wield 
deftly and a good deal disliked by the industries 
which it affects, I do not think a modern Authority 
ean afford to decline to learn to handie it. 

But inthe face of a general sharp 
decline, for good or bad eedvonde in business 
confidence, such peripheral activities cannot do 
a great deal to outweigh an obstinate reluctance 
on the part of the large holders of money balances 
to use them,or entrust their use to others, for 
any purpose whatsoever; and it becomes legitimate, 
as I have already said, for Monetary Policy to 
call her sister Fiscal Policy to her aid, Nor 
do I think we can rely solely on the considerable 
degree of compensatory movement which is "built 
in" to many modern fiscal systems owing to the 
operation of unemployment relief on one side of 


the account and progressive scales of income tax 
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on the other: there may well be need for futher 
action on a discretionary basis. 

As to the form which such action should 
take, here is another matter (compare é 1) in 
which fasions are apt to change. In the old days 
the cry of reformers was for capital works of 
a manifestly useful character, organized and paid 
for by the State; (I find myself writing in support 
of such ideas in a book published in 1915; and a 
little later (1926), impressed by the difficulties 
of organization and timing which others had pointed 
out, alluding to the "once....heretical but now 
perhaps over-respectable policy of 'public works'", ) 
in those days the idea of promoting recovery by 
simply giving money away through the Budget would 
still have been thought rather shocking. Nowadays 
however we find Dr. Roosa of the United States 
Treasury assuring Congress (The Times (London), June 
21, 1962) that foreign bankers would not be 
shocked at the sight of an American deficit caused 
by a reduction in tax rates, but might be if the 
deficit were caused by an expansion in Federal 
spending; and I suppose he may very well be right. 
On purely rational grounds I think (and for all I 
know Dr, Roosa) would opt for the public works -- 
of course carefully selected and organized; 
since I am not sure\that in the supposed circumstances 
we could rely on taxes unconditionally remitted 
to wealthy persons or corporations being swiftly 


or effectively spent, and since I am Galbraithian 
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enough to suspect that the United States is still 
a bit short of social capital. (Perhaps I am out 
of day; but I hope that she will not go through 
another major depression without doubling the 
number (viz. one) of public lavatories which in 
1943 I was able to discover in her capital city). 
As for the third sister, Debt Management, 
I expect that in the conditions of pronounced 
depression now under analysis, she would be wise 
to keep rather in the background. Her long term 
job, and it is a very important one, is to keep 
up a steady pressure against the shortening of the 
average life of the outstanding debt which occurs 
through the passage of time, and to keep the 
country up to paying such longer term rates of 
interest as are necessary for that purpose, 
But there are times and seasons for 411 things; 
and without pretending to know the full facts [ 
have a feeling that in Canada in 1958 she pressed 
her side of the story with an insistence not 
altogether appropriate to the conjuncture, 
TO; The Money Flow - The Public - Inflation 
Let us turn to the other side of the 
picture, If it were not for the pressures from 
the side of Public Finance alluded to in é 7, would 
there be any doubt about the power of a banking 
system, whose several parts are kept working in 
harmony through the network of rules and under- 
standings described in . 7 and . 8, to prevent the 


level of money demand from rising to undesired heights? 
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It used to be thought not; it used to be thought 
that, through a combination of rate manipulations 
and informal rationing procedures, such a Monetary 
Organ should always be in a position to exercise 
on business borrowers a deterrent effect sufficient 
to check and if necessary reverse an upward thrust 
of money demand, 

I will first set out very briefly the 
general arguments which are nowadays brought 
against this optimistic conclusion, and then, at 
@ little more length, a particular one which has 
been specially prominent in the recent literature, 
The general argument may be summarized under two 
heads as follows, Pirst, so far as rates. of 
interest are concerned, whether we are thinking 
of short rates and investment in inventories 
or of long rates and investment in eccinet ees 
the practicable rises are too small, as compared 
with the anticipated rates of profit on which 
entrepreneurial action is based, to have any 
appreciable deterrent effect, secondly, as 
regards availability of funds, many of the largest 
and most important enterprises are not in the 
habit of borrowing from their banks. Either 
they have large liquid funds of their own; or they 
can in effect avail themselves of other people's 
by forcibly taking "trade eredit" from their 
weaker customers or suppliers; or again they will 
find that the upward movement of interest rates, 


while insufficient to affect their own desire to 
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borrow, is proving sufficient to induce a number 
of owners of idle balances to lend them in the 
market. (Per contra, it is argued (sometimes by 
the same people) that the passive holders of fixed 
interest securities (as opposed to balances) will be 
impelled by the rise in interest rates (fall in 
price of securities) to hang on to these securities 
when they would otherwise have sold them and lent 
the proceeds to the active intrepreneurs. Presumably 
this effect is regarded as going some way to cancel 
the effect mentioned in the text). Thus one way 
and another the velocity of circulation of 

existing money is increased (according to the 
extreme exponents of these views it may even 

become infinite!), and the stream of money demand 
continues to swell. 

The particular argument is really 

a special case of the second branch of this general 
argument. It calls attention to the prominent 

part played nowadays in the capital markets by 
institutions which are not banks, and which are 

free therefore from the quantitative restraints 
imposed on the lending operations of the banks. 

They will thus be in a position to invite the 

owners of bank money to commit it to their charge, 
and will lend it out again to the purchasers of 
goods and services who are finding difficulty 

in securing loans directly from the banks. This 
churned -up bank money will exert just as strong a 
price-raising influence as would have been exerted 
by the additional bank money which ex_hypothesi 


the banks are being prevented from creating. 
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abet wr And this inflammatory 
process is none the less real, and none the less 
unfair to the banks, because the latter, fixing 
their gaze on the earliest phase of the process, 
are apt to mis-describe it as one in which they 

are "losing deposits", instead of as one in which 
they are losing profitable business, to the outside 
institutions. 

On the question of fairness, I myself 
feel that there is still a sufficiently clear 
difference between what is "money", i.e, an 
undisputed (even if not legally enforceable) means 
of final discharge of a debt, and what is not, to 
justify some degree of difference between the 
constraints placed upon banks -- who have virtually 
become participants in the royal prerogative of 
ereating money -- and other institutions. As 
regards the public interest, appropriate action 
depends no doubt on the magnitude of the problem, 
The Radcliffe Committee, having in mind mdinly the 
hire-purchase finance companies, regarded it as 
very important, In the United States, the hire- 
purchase companies, are’ forbidden to accept 
deposits; and the American Commission, having 
in mind chiefly the general run of savings 
institutions, dismissed the whole problem as of 
no importance, pointing out that transfer of demand 
deposits into these institutions "fs more likely to 
increase velocity in recessions than in booms and 


thus to assist rather than offset the effect of 
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monetary policy". (Report, p. 79). I am not in 
a position to offer any opinion on the importance 
of the problem in Canada,“and will only venture to 
suggest that the British compromise, whereby 
certain "requests" made by the Bank of England to 
the clearing banks are now also made to a 
considerable number of other institutions, but no 
attempt is made to impose quantitative regulations 
on the latter, may be worthy of consideration. 

On all these matters there is now a huge 
corpus of evidence to which the Commission will 
presumably be procuring additions, and only a little 
of which I can claim to have worked through. I 
shall no doubt be accused of wishful thinking if I 
say that, after Britain's experiences in 1957-62, 

I am still persuaded that "credit squeezes" can 

be made to bite over a sufficient range to be 

very effective, though they may take rather longer 
to operate and may require to be furnished with 
more varied teeth than used to be supposed, and 
though they may have differential effects which 
are not wholly welcome, Rather than attempting 
to defend this position at length, I will ask 
brief attention to two considerations arising out 
of it, 

The first takes us back to Bank rate 
(see ¢ 7). In Britain Bank rate is not only part 
of the machinery by which the Central Bank guides 
the other banks but also, owing to the rigid 


conventional links between it and the rates for bank 
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advances, part of the machinery by which the banking 
system as a whole influences the behaviour of the 
public, I am not sure that the extreme rigidity 
of these links is a good thing in this country, 
still less that it is to be recommended for 
imitation in others, But some connection between 
the various short rates of interest there must be; 
and it is important that the extent to which the 
Central Bank is responsible for all of them should 
not be played down or camouflaged, 

I. do not think the duty of the Central 
Bank in respect of interest rates, short or even 
long, can be. properly expressed by saying that as 
far as possible it must leave them to be determined 
in a free market, -- it is itself inevitably too 
much a part of the market for that to make sense; 
it is its duty to influence the rates, but in a 
direction and a degree consistent with the long 
term forces operating in the economy. I venture 
to think it would help to make this plain if 
Canada, having partially (For, if I understand 
aright, the new method only applies so far to the 
quantitatively less important part of these 
support operations, viz.the advances to the banks, 
and not to the "purchase and re-sale. agreements" 
with dealers), returned in June 1962 to the 
principle of a Bank rate fixed at the complete 
discretion of the Central Bank, were to complete 
the return to that principle, and not again to 


depart from it, Incidentally, I would suppose the 
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limitation of the chartered banks! prime lending rate 
to 6 per cent to be an anachronism which should be 
abolished, 

The second consideration takes us back 
to Fiscal Policy. We have seen ( é 7) that she 
must not actively sabotage her sister's efforts to 
control an inflationary situation, And both the 
Radcliffe committee (para 560) and a certain 
British White Paper (Cmd,. 1203 of 1960, pp. 6-7) 
seem to me to go too far towards suggesting that 
public capital expenditure should never be expected 
So make a serious contribution towards the scaling 
down of infiated demand; of course the directas 
of publicly. owned enterprises do not like having 
to draw in their horns, but neither does anybody 
eise, Provided however she makes some contribution 
on this expenditure front, can Fiscal Policy be 
allowed to stand aside on the ground that her 
sister can get on better without her help in an 
inflationary than in a delationary situation? 

I think that would be wrong. As Professor J.M. 
Buchanan of Virginia has been pointing out, (Lloyds 
Bank Review, April, 1962, pp. 17-30) while it is 
nice to be lent money, it is nicer still to be 
given it; and while it is nasty to be refused a 
loan, it is nastier still to have one's pocket 


picked. So since Governments like giving people 


what they like, they will have a certain built in 
bias towards making expansions of the monetary 


stream predominantly by fiscal means and contractions 
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predominantly by banking means; this would not be 
for the health of the economy, and must be 
resisted, 

My reminder therefore of the independent 
status of Public Finance ( 46) must not be read 
as a plea for her exemption from unpleasant 
anti-inflationary duty, but rather as a plea that 
in all phases of the conjuncture she has other 
things to think about than the pace of the economy, 
and should not be expected to display a degree 
of fiexibility which is foriegn to her nature, 
(If I may quote from a paper of my own, read on 
the Continent of Europe thirteen years ago, "The 
curious habit of paying taxes is a very valuable, 
and a somewhat sensitive, plant. In my country 
at least, it has shown itself capable of standing 
up to very heavy burdens, imposed and administered 
with consistency and fairness, It remains to 
be seen how it would stand up against the frequent, 
swift and apparently capricious changes which might 
be needed to make fiseal policy function 
successfully as the sole regulator of economic 
activity.” 
aa. Cost Inflation 

Are we ready at last to throw open the 
frontiers to international influences and see what 
happens to the structure we have painfully built up? 
Not quite, even now. There is one more outside 
lion who has been described lying in the path of 


domestic monetary management, and whom we cannot 
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avoid facing. This is the alleged tendency, under 
modern systems of collective bargaining supplemented 
by arbitration, towards a chronic spontaneous 
upthrust in the level of money wages, carrying with 
it a consequential rise in the level of prices 

and in the flow of money demand, which the Monetary 
Authority: could only reverse or even check if it 
were prepared to see the occurrence of higher 
levels of unemployment than would be compatible 
with general Government policy or with public 
opinion. 

Most prices of final goods nowadays and 
most standard wage rates are, as the phrase goes, 
"administered", i.e, are embodied in a formal 
announcement or a negotiated contract, But it 
seems to me most important to recognize that this 
is not in itself sufficient evidence that a rise 
in such a price or wage is the result of spontaneous 
or aggressive "push". It may be simply the 
institutional route through which a "puil" of 
increased monetary demand, itself due ultimately 
to a Government deficit or to a boom in private 
capital expenditure, makes itself felt; and this 
seems to me frequently to have been the case, 

In the words of one leading British expositor of 
this line of thought (F.W. Paish, London and 
Cambridge Economic Service Bulletin, September, 
1961, p.xi.) "Wages do not rise at the whim of 
employers, or because the Trade Unions ask for 


increases, but because the demand for labour exceeds 
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1 the supply, and employers can pass on higher costs 
2 in higher prices without losing sales". 

3 This being understood, however, it can 
4 I think be admitted that such a derivative cost- 

5 rise may come both to exceed in intensity and to 

6 Survive in time the upswing in demand which set it 
" in motion. And one factor promoting such a 


8 divergence of result from primary cause is the 


9 existence of systems of wage determination which 

10 communicate a wage increase automatically from 

11 one region or industry to others, without regard 

12 to whether the increase in the first centre is 

13 really exerting any "pull" on the labour attached 
14 to the others and so creating an economic 

15 justification --.as contrasted with a justification 
16 based on some vague and possibly obsoleté 

17 conception of "fairness" -- for an increase in 

18 wages in those other centres. 


Anyway for a Monetary Authority faced 


19 

20 with a "cost push" -- whether spontaneous, 

21 derivative or mixed -- there may be a real and 

22 inescapable conflict between fastest possible 

23 immediate growth and fullest possible immediate 
24 employment on the one hand, and smallest possible 
25 divergence from the path of mone tary stability on 
6 the other. But in this conclusion the word 

27 "smmediate" is important; for the long run prospects 
28 of growth and employment may be gravely damaged 
29 by any serious lapse from monetary stability. 
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The degree of skill and courage which 
the Authority will need in order to make a good 
decision will vary according to the phase of 
activity in which the economy finds itself. If 
it is clearly over-extended, with prices rising 
smartly and unemployment at a very low level, no 
great skill and no superhuman courage should be 
needed to give the necessary temporary priority 
to the objective of stability over those of growth 
and employment; and whatever is said (and it may 
be a good deal) in the way of routine abuse, the 
Authority may be rewarded by seeing a good deal 
of the steam vanish out of the wage push simply 
as a result of the change of atmosphere and without 
the occurrence of those alarmingly high percentages 
of unemployment which some of its (self-appointed) 
economic advisors will probably have been 
predicting. In my judgment this is very much 
what happened in Britain in 1957-8. 

More difficult, both intellectually and 
politically, is the task of deciding, after the sky 
has cleared a bit, how soon and how much the flow 
of money demand can be permitted to re-expand 
without setting the whole cost-raising process 
once more in motion. With every month that passes 
another slice of moderate opinion, both inside 
and outside the circles of Government, will 
probably be found moving over from the side of the 
congenital curmudgeons to that of the congenital 
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the target, or even to know how to define the target 
Go be hit. I ineline to believe (as I have hinted 
a propos of the banks in $ 8) that in Britain a 
Gougher line in 1959 might have averted much 
subsequent trouble, More generally, it seems 
reasonable to hold that a tougher line is appropriate 
in Britain, where average unemployment has remained 
throughout at a level which is extremely low, 
than in Canada or the United States where it is 
still, for whatever combination of "monetary" and 
"non-monetary" causes, somewhat high. In all 
three countries there is room for measures to soften 
the edge of the dilemma by reducing the amount of 
unemployment, and by reducing still more the amount 
of distress from unemployment, associated with a 
given level of money demand, But here too delicate 
dilemmas may arise, not so much for Authority as 
for the individual employer, who will be liable 
to attack from one quarter if he is harshly swift 
to gack,and from another if he "hoards" labour 
which were better released to seek its fortune 
elsewhere, 
Le. Incomes Policy 

It is not surprising that during the last 
year or two these dilemmas should have caused a 
number of Governments to reflect how agreeable 
{4t would be if their efforts to contain the flow 
of monetary demand could be met half way by agreed 
action on the part of employees not to demand, and 


of employers not to concede, wage advances on a 
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Scale which, if applied over the whole field, would 
cause the flow of money demand to rise faster than 
the national output, So far only in Britain 
among the major countries have these ideas been 
erystallized into a definite attempt to establish 
what is called a "national wages policy". I had 
better confess that I have never been an enthusiast 
for this course; but provided it is understood that 
it is intended as a supplement to, and not as a 
substitute for, direct manipulation of the 
monetary and fiscal machines, (Contrast such a 
statement as this of Mr, Kaldor (Economica, 
November, 1959, p.269); “All that is necessary 
is to recognize that the proper way of dealing 
with inflation is to damp down, or restrain, 
the rate of increase in money wages as such, 
instead of damping down the demand for goods and 
services" I am not prepared to regard it as 
fundamentally unsound; and during the past year 
T have feit it to be the duty of responsible 
persons in Britain to hope and work for its 
success, 

But the difficulties are formidable. 
of the two major ones, one has already raised its 
head in an acute form; for the Government, 
having designated 23 per cent per year as a 
"“oiding light" to the average presently practicable 
rate of increase, has thought it right to attempt 
(not in all cases successfully) to impose this 


rate on its own (direct and indirect) employees, 
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at the cost of disturbing those relativities between 
the rewards of public and private employment which 
is the longer run are likely to prove necessary 
for the adequate recruitment of the former, ~ If 
the general policy is successful, this particular 
trouble should prove a passing phase; but the more 
general difficulty of finding any branch of 
activity willing to adopt a lower rate of wage- 
advance than the designated "average", and so to 
prevent the latter from becoming not an average but 
a minimum, is in my judgment likely to persist, 

The other main difficulty is that of 
defining an acceptable "profits policy" for 
combination with the "wages policy" into a 
comprehensive "incomes policy”. This difficulty 
has not yet become acute in Britain, for, 
comformably with what is recommended above, the 
wages policy has been inaugurated in conjunction 
with a credit squeeze, a pressure on profit 
margins, and a decline in stock exchange values 
which have made it difficult for the most hostile 
critic to attack it as an attempt to "do down" 
the worker for the benefit of the profit-maker; and 
that may become a more tempting line of attack 
as it becomes increasingly desirable for the 
Guiding Authority, in the interests of growth, 
to permit profit margins to re-expand, In 
that phase there is likely to be an increasing 
tendency to enquire whether there is not in the 


modern worid an endemic tendency towards a 
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1 spontaneous "profits push", analogous to the alleged 
2 wage push, and calling perhaps for direct methods 

a of intervention of the kind foreshadowed by 

4 President Kennedy in his dealings with the American 
4 steel companies, At that stage it will be most 

6 important to remember that, whatever may be true 

7 about wages and salaries (grade for grade), there 


8 is no reason to suppose that, from the point of 


9 view of economic efficiency, the rates of profit 
10 should, either in the short run or the long, be 
11 the same in different branches of economic 

12 activity, nor that the differences between them 
13 should be constant over time. And this is a 

14 consideration which perhaps imposes some further 
15 limitation on the usefulness of a single uniform 
16 figure of "guiding light". 

17 At the moment of writing, political 
18 changes have rendered it uncertain in what 

19 directions the British experiment is likely to 
20 develop. All in a11, I-do not feel that it 

21 has yet achieved such a record of success that 
22 it can be confidently recommended for imitation 
23 in other lands, But so far I have felt that 

24 it deserves respectful watching as a courageous 
25 attempt to persuade free men to co-operate for 
26 theix own good in eschewing lines of action which 
27 may otherwise lead to disastrous consequences for 
28 them all. 

29 
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Commercial Policy 


Disaster is a strong word; as a step 


towards justifying it let us at last throw open the 
frontiers, 

Left to themselves, the citizens of any 
country will desire to enter into business relations 
with the citizens of other countries, buying and 
selling, lending and borrowing. Over a wide 
range any Government is likely to regard it as 
among its duties to smooth their path; but even 
a Government which attaches high value to the 
preferences of the individual and the processes 
of the market may think it right in the public 
interest to interfere with the scale of some of 
these transactions, stimulating some and 
retraining others, -- the whole complex of routine 
smoothings, special encouragements, and prohibitions 
or constraints,being welded together into a 
complicated but fairly coherent commercial policy. 

Among the strands of such a policy some 
may be described as having their origin in concern 
over some particular commodity or group of 
producers. Thus a Government may limit the 
export of some scarce and exhaustible raw material, 
or the import of some sophisticated mechanical 
product for which it fears to become de pendent 
on foreign skills. ' Thus also many countries 


have persuaded themselves that the welfare of 


their farming population is an objective of special 


importance, the consequent policy measures tending 
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in some cases towards an "unnatural" expansion, 
in others towards an "unnatural" contraction, in 
the volume of international trade. This is a 
huge subject, at which we need to do no more than 
glance, Here aiso fashions change, under the impact 
of events, In the 1930s even Keynes could write 
"Tet goods be homespun whenever it is reasonably 
and conveniently possible;" in the fifties and 
sixties vast if patch progress, of which he would 
almost certainly have approved, has been made 
towards freedom of international trade in goods. 
In this development Canada has played an honourable 
part; may she soon be in a position to resume 
it, 
14. Balance of Payments Policy 

More closely relevant, I think, to the 
Commission's purpose is the fact that interferences 
even with current trade are often motivated by 
concern over the effect of unrestricted dealings 
on the capital position of the country in question, 
so that what appears as a "commercial policy" 
is really a balance of payments policy in disguise. 


Now 2 balance of payments policy may be of a 


less or a more ambitious kind. The less ambitious 
kind is confined to the avoidance or removal 

of what I will for the moment vaguely call 
"financial difficulities;" and many countries 

may well be content if they can achieve so much. 
But the more ambitious kind is concerned also 


with some desired state of the whole difference 
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between the annual flow of current receipts from 
foreigners in payment for goods and services and 
the annual flow of current payments to foreigners 
for similar purposes, For just as a modern 
democratic country may become self-conscious about 
the rate of growth of its aggregate stock of 
wealth (see é 4), so it may become self-conscious 
about the rate of growth of that part of the stock 
-- positive or negative -- which lies outside its 
own frontiers. 

A few examples will help to make this 
rather crabbedly phrased concept plain. It has 
long been a policy objective oftene United 
Kingdom that the British people should earn a 
large enough current surplus overseas to enable 
it to make gradual repayment of some debts, to 
assist its kinsfolk in the development of their 
national estates, and to make some gifts and loans 
to the less fortunate peoples whose destinies have 
pecome entangied with its own. Much the same 
goes, mutatis mutandis, for the United States, 

The motives behind these policies may be a somewhat 
perplexing pot-pourri of profit, philanthropy 

and prestige, but they are not inherently 
ridiculous or discreditabie. Conversely, it has 
till lately been the settled policy. of Canada to | 
acquiesce with a good grace in the desire of her 
neighbours, especially her rich and powerful 
neighbour to the south, to play an active and 


profitable part in the development of her estate; 
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it has been her policy therefore to accommodate 
the sizeable "adverse balance of paymentsion 
current account": which has been the inevitable 
instrument for the accomplishment of that desire. 
This, too, seems in the past to have been a 
thoroughly appropriate policy, not justly open to 
attack as though it were the action of a drug 
addict who first lays in his stores of hashish 
and then mills around looking for cash with which 
to pay the bill. 

But these "capital" policies, however 
sensible, may call for reappriasal in the light 
of changing events, lest they should conflict 
with more imperative requirements, The Commission 
may not be directly concerned with the reasons 
for which the two Lady Bountifuls mentioned in the 
jast paragraph are having to take stock of their 
ways and consider which, if any, of their sacred 
cows must be led out to slaughter or at any rate 
put on haif rations; but it is bound to be 
concerned with the repercussions of the stock- 
taking process on Ganada, to whose troubles it 
has already added. For some years warning 
voices in Ganada have been preaching that the time 
had come for her to do more of her saving for 
herself: and though the argument was sometimes 
overplayed, with inadequate distinction between 
the 5 billion dollars of debt and the 13 billion 
dollars of equity investment in foreign hands, it 


was impossible not to feel im one's bones that, 
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even from a strictly economic point of view, there 
was a good deal in it. Now what there was in it 
stands revealed, For while I think that histroically, 
as I have said above, the adverse balance of 
current payments is to be regarded as the result 
rather than the cause of the inflow of foreign 
capital, this seems to be another case (like the 
"oush" of wages described in §11 -- indeed it is 
perhaps another facet of the same story) where 
a "result" onee established acquires an autonomous 
power of survival after the "cause"™ has been 
withdrawn or reversed, Thus for the designed 
capital inflow which has temporarily shrivelled 
away there has had to be hurriedly substituted 
first the "crisis" type of capital inflow which 
consists in the sale of reserves or emergency borrow- 
ing from private sources, and then the "rescue" 
type which consists of support from international . 
agencies and friendly Government and Central 
Banks. 

Perhaps what has been going on can be 
instructively put in this way, In Britain 
and the United States the desire to invest (in 
the broadest sense) abroad has tended to outlive 
the capacity to do so; in Canada the need to 
attract capital has tended to outlive the capacity to 
do so, It may seem a paradox that two such 
opposte conditions should produce, or threaten, 
the same result, namely an embarrassing shortage 


of ready cash, But is not the explanation that 
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Veunee 


1 both conditions are manifestations of the same 


2 underlying malaise, -- the malaise of the bull-frog 
3 who wanted to grow faster than the laws of nature 

4 permit? 

5 I am well aware that to many people this 
6 will seem a very shocking suggestion, since they 

7 are convinced that ail our difficulties could be 

8 removed by a more liberal provision of international 
9 reserves, whether through a raising of the 

10 currency-prices of gold, a further extension of 

et the powers and functions of the International 

12 Monetary Fund, or some combination of the two, 

13 Let me hasten to say, therefore, that I agree 

14 that there is a formidable problem of international 
15 reserves, or rather at least two problems, -- one 
16 of protecting the leading national currencies 

17 against the raids of speculators, and one of 

18 providing a reasonable annual increment in the 

19 base -- whatever it is to be ~- of the world's 

20 monetary system. But I agree with Dr, Holtrop 

21 that these problems are most likely to be resolved 
22 with success if tackled in conjunction with 

23 policies "directed to preventing continuance 

24 of deficits and surpluses running into billions 
25 of dollars," (Report of Netherlands Bank for 
26 1961, p. 19) -- or, in Dr. Rcosa's words, "with 
27 heavy reliance on the discipline provided by the 
28 balance of payments." (Address to Conference of 


29 American Bankers Associations, Rome, June, 


30 1962). 
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I do not believe countries have often been compelled 
to pursue for emergency balance of payments reasons 
courses of action very different from those which 
it would have been in their true long run interest 
to pursue for domestic reasons if they had realized 
it in time, There have been exceptions, doubtless, 
especially in the 1930s; I doubt if Canada in 1962 
is a true exception, even if she is being compelled 
for a time to give a distasteful priority to 
monetary stability over the other "Rasminsky 
objectives". 
15% Exchange Policy 

I must add a few sentences, even if they 
be only in the nature of a funeral oration, on 
what was still, when I received the Commission's 
invitation to submit a memorandum, the most 
conspicuous feature of the Canadian financial 
system, the mobile rate of exchange. Having been 
engaged at a low level in the hammering out of 
that extraordinary document, the Articles of 
Agreement for an International Monetary Fund, to 
the framing of which Canadian wisdom made such 
notable contribution, I admit that I felt a kind 
of personal pang when in 1950 Canada saw herself 
obliged to run out of one of its leading 
provisions, But one had to remember that many 
other signatories were only managing to keep 
within the letter of the law by sheltering for 
far longer than had been anticipated in the 


"transitional" annexe; and one had to recognize 
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Canada's peculiar difficulty in providing by any 
other means some kind of freedom of financial 
maneouvre vis-a-vis her all-powerful neighbour, 

One had to recognize, too, that she cast loose 
originally from strength and not from weakness, - 
not to evade the penalties of misconduct, but to 
give her people the legitimate real income advantages 
of a strong exchange position by a less devious 
method than the officially approved one of attracting 
scarce gold to serve as a basis for an engineered 
expansion of credit; while yet preserving for 
herself a reiatively painless line of retreat 

if the wind should change, There are good 
economists who would say that that is just how 
these things ought always to be done, Bretton Woods 
or no Bretton Woods! Only, they would say, if 
the exchange rate is completely free to move can 

a virtuous country hope to pursue its own chosen 
biend of the "Rasminsky objectives” without risk 

of seeing it fatally contaminated by inflationary 
6 deflationary poisons imported from abroad, 

I think the balance of argument is 
against again attempting to make such a system 
work as between the major currencies of the world; 
in the end we should get tired of it, as we did 
in the later 1930s, and begin to make fumbling 
efforts towards tying up again. But I think it 
would be hard to show that the practice of this 
device by Canada between 1950 and 1960 did herself 


or anybody else much harm, 
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The last phase of the policy, the 
contrived depression of the exchange rate announced 
in the budget speech of June 1961 and put into 
effect during the succeeding months, is a trickier 
story, and I am not sure whether I have got it 
right, -- the Commission will be in @ position to 
judge. It seems to me to have been the outcome 
of a correct judgment of what was required, 
combined with a (very naturally) erroneous forecast 
of what was going to happen. It was decided 
rightly that it was high time to make some 
attempt to reduce the adverse current balance; 
and since other ways of doing this were regarded 
as ruled out, it was held that it must be done 
by lowering the exchange rate, thus checking imports 
and encouraging exports. But it was expected that 
if left to itself the exchange would move, if at 
all, in the wrong direction, under the impulse of 
the continued inflow of capitel; therefore this 
must be prevented from happening, and the 
pressure of the inflow of capital accepted in 
the orthodox form of an increase of reserves, 

And thus indeed things happened until 
tGhe end of the calendar year, But thereafter 
everything turned round, Of those two 
puzzingly intertwined snakes, the capital inflow 
and the adverse current balance, it was, as we 
have seen in é 14, the latter not the former which 
furned out to have the greater survival power, 


And in the last phase of all, a fixed rate of 
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1 exchange came to look more like a home of refuge 

2 than like a prison. 

3 I do not think it would be well to break 
4 out again. J expect it is a case of 

5 And always keep a hold of nurse 

6 For fear of finding something worse, 

7 But there is no reason to regret the depreciation, 
8 which in the circumstances was rightly seen as part 
9 of what the doctor ordered, Only let there be 

10 care not to expect too much of it, or of the 

11 internal effects of the import taxes by which it 

12 has now been buttressed, For, if I may quote 


13 once more from the thirteen-year old talk cited in 


14 é ie 

15 Depreciation is like a pill rolled 

16 in jam; a clever child will swallow 

17 the jam and spit out the pill. 

18 Purchase-taxes are like taking 

19 away, spoonful by spoonful, jam 

20 which has been solemmly handed over; 
21 a clever child will not forget, 

22 nee let you forget, that he once 

23 heid the whole jar in his hands". 

24 16, Coordination and Communication 

25 This subject has two main aspects, -- the 
26 relations between Government and Central Bank and 
27 the relations between Central Bank and the other 


28 elements of the market, It is evident that in some 
29 periods in Canada both have left something to be 


30 desired, On the first, it seems to me impossible 
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to better the statement made by Governor Rasminsky 
on his appointment; and on the second too I have no 
doubt matters are now in better trim, 

In both cases, it is a question of how 
mich to attempt to tie up in legislative knots 
and how much to leave to the operation of good 
sense, That is a matter on which I doubt if 
the opinion of a non-Canadian academic would be 
worth much, even if he could find precise words in 


which to express it! 


Cambridge, 
July 28, 1962 Dennis Robertson 
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